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ACE, Rees: al 6x5 = 1980, Chapter Soe as 
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AND IN THE MATTER OF an application by 
imnter—Ci ty .Gas Corporation, 1CG Resources 
Ltd. and Vigas Propane Ltd. for leave of 
the Lieutenant Governor in Council of the 
Province of Ontario to acquire in excess 
of 20 percent of the issued and outstand- 
ing common shares of Northern and Central 
Gas Corporation Limited; 
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THE NATURE 


OF THE 


APPLICATIONS 


CHAPTER 1: INTRODUCTION TO THE APPLICATIONS 


The subject) matter of “this report is an 
Agreement dated October 30, 1984 (the "Agreement" ) 
wierepy inter-Ciuty Gas Corporation ('lnter-City”), 
ICG Resources’ Ltd. ("Resources"), and Vigas 
Propane Ltd. (''Vigas") propose to acquire 100 per- 
cent of the common shares of Northern and Central 
Gas Corporation Limited ("Northern"), which are 
Currently owned by Norcen Energy Resources Limited 
("Norcen"). The Agreement also proposes a concur- 
rent acquisition by Norcen resulting in Norcen 
owning 34.7 percent of the voting First Preference 
Shares of Inter-City. 

The Ontario Energy Board (the '"Board") is 
empowered to review this transaction under Section 
ZOeotmthes Ontarrournercy sboarasAct (the Act): 

The relevant subsections of Section 26 
of the Act state: 

(2) No person, without first obtaining 

the leave of the Lieutenant Governor in 

Council, »shalie acduires Such number »of 

any class of shares of a gas 

transmitter, cas distributor, or storage 

company that together with Shares 
already held by such person or by such 
person and an associate or associates of 


such person will in the aggregate exceed 
20 per cent of the shares outstanding of 
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that class of the gas transmitter, gas 
distributor or storage company. 


(4) An application for leave under this 
section shall be made to the Board, 
which shall hold a public hearing and 
submit its report and opinion to the 
Lieutenant Governor in Council. 
As both of the proposed acquisitions amount to a 
transfer of more than 20 percent of the shares 
outstanding ina class of shares of the respective 
companies, Section 26 requires that the two 
companies make separate Applications (the 
"Applications" ) Lon leave of the Lieutenant 
Governor in Council. 

Section 26 of the Act is applicable when the 
company in question is one which is subject to the 
jurisdiction of, and regulation by, the Board. 
Northern is) the third | larvecteecdseatt int veer 
Ontario. and, Inter-Cityoehassamnaturals cassdqistUimoils 
tion system in northwestern Ontario. Therefore, 
both Northern and inter-Citvyeares distri DucOls uD 
Ontario, within the meaning of the Act, and are 
subject to regulation by the Board. 

Due to the interlocking interests of the 
Applicants, the Board decided to hear the Applica- 


tions concurrently. 
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Although Section 26 does not specifically 
mention the public interest, the Applicants were 
asked in the Board's Procedural Order to address 
their evidence to show how the proposed trans- 
actions would affect the public interest defined 
to include: 
ike the present and potential shareholders and 


customers of Northern; 


Ze the shareholders and Ontario customers of 
Inter-City; 
aie the Ontario communities served by Northern 


and by Inter-City; 


4. the investors in Northern other than _ the 
Shareholders; 
Ba the consumers in the Province of Ontario 


who would benefit from securing natural gas 
transmission, storage and distribution at a 
reasonable cost; and 


6% the public interest generally. 


In this report, the Board has attempted to 
recount to His Honour the Lieutenant Governor the 


thrust of the more significant evidence which came 
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BACKGROUND 


TO THE 


APPLICATIONS 


before the Board, as well as the resulting 


recommendations of the Board. 


The following is a chronology of the relevant 
dates touching upon the two Applications and the 
hearing: 


Spring 1984 - First discussions concerning the 
proposed purchase by Inter-City of 
the shares of Northern from 
Norcen. 


Sept. 7, 1984 - Letter of Intent executed by 
Inter-City and Norcen. 


Oct. 30, 1984 - Agreement between LnGereCLly. 
Resources and Vigas (as 


Purchasers) and Norcen (as Vendor) 
executed. 


OGL mote Of ADDI 1 Ca tLon of Inter-City, 
Resources and Vigas. 

Nov’'” "15 °1984" — Application of Norcen. Both 
Applications hand delivered to the 
Board. 


Nov. 5, 1984 - Procedural Order of the Board. 


Nov. 13, 1984 - Filing of pre-filed evidence of 
the Applicants. 


Nov. 20, 1984 - Final date for interventions. 

Nov. 21, 1984 - Final date for presenting 
interrogatories to the Applicants. 

Nov. 26, 1984 - Final date for answers to 
interrogatories. 
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Nov. 30, 1984 - Original closing date fixed by 
Inter-City, Resources, Vigas and 
Norcen in the Agreement. 


Dec. 3, 1984 - Commencement of the hearing. 
Dec. 6, 1984 -— Last day of the hearing. 
Dec. 10, 1984 - Oral Argument. 


Dec. 31, 1984 - Revised closing date verbally 
agreed to by Inter-City, Vigas, 
Resources and Norcen. 


Jan. 31,21985, — Funther revised closing date 
agreed upon between the parties. 


aa i SSS 


January, 1985 


NORTHERN 
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CHAPTER 2: BACKGROUND INFORMATION ON 


THE PARTIES TO THE AGREEMENT 


Northern is presently a wholly-owned subsidi- 
ary of Norcen. It was incorporated by Letters 
Patent in the Province of Ontario on January 1, 
1968, and arose out of an amalgamation of three 
inter-related Ontario gas distributors, namely: 

Le) Northern and Central Gas Company Limited 
(formerly Northern Ontario Natural Gas 
Company) ; 

ii) Twin City Gas Company Limited; and 

iii) Lakeland Natural Gas Limited. 

Northern presently owns and operates, either 
directly or through subsidiaries, natural gas 
distribution facilities in three operating areas: 
Ontario, Quebec and Manitoba. At December 31, 
1983, Northern's total assets amounted to 
Dill O5 68-000). 

Northern's Ontario operations serve approxi- 
mately 140,000 customers, in approximately 114 
communities in northwestern, northern and eastern 


Ontario. 
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Northern's operations in Ontario consist 
principally of gas distribution. Beyond this, 
Northern owns and operates a gas liquefaction and 
storage plant located near Sudbury which provides 


additional gas on days of peak demand during the 


winter months. The collective operations of 
Northern, Northern Ontario Acceptance Company 
Limited ("Northern Acceptance"), Northern and 


Central Realty Limited ("Northern Realty"), and 
Nortwin Development Company Limited ("Nortwin") 
are generally referred to as the Ontario 
operations. 

Northern distributes natural gas in Manitoba 
through its 99.9 percent owned subsidiary Greater 
Winnipeg Gas Company ("Greater Winnipeg"). 
Greater Winnipeg serves approximately 160,000 
customers in and around the Winnipeg area. In 
1983 the contribution made by Greater Winnipeg to 
Northern's income amounted to $6,300,000. 

Greater Winnipeg, in turn, owns 100 percent 
of Winnex Ltd. ("Winnex"), a Canadian corporation, 
whose principal assets are oil and gas producing 


properties and exploration properties in Alberta. 
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The Winnex shares represent approximately 
1.06 percent of the total adjusted cost base to 
Norcen of the Northern shares. The parties to the 
Agreement have excluded them from the sale of 
Northern and the details of this part of the 
transaction are discussed in Chapter 4 of this 
report. 

NOGuienne cminatural "as wdLsotribution facili— 
ties in Quebec are operated through its 100 per- 
cent owned subsidiary Le Gaz Provincial du Nord de 
Quebec ("Le Gaz"). Le Gaz distributes natural gas 
in the areas of Noranda, Rouyn and Temiskaming. 

Between 1967 and 1980 Northern was also 
involUuvederin tlie distributions of natural “cas in 
Montreal through ics then subsidiary Gaz 
Metropo Littain. Tinck @@°GMit')* in SLO SOteandie1Losiy 
Wit Dwethesrconsent.) Of 'the Sholders of sits first 
mortgage bonds, Northern issued two series of 
debentures which are exchangeable into Northern's 
entire common shareholdings of GMi. The holders 
of these debentures in the meantime possess the 


right to vote the GMi common shares held by 


a a EE ESS SS 


NORCEN 
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Northern. In “addition, "Northern? “owns (cerntagm 


preference shares and debt securities of GMi. 
Northern's distribution system can be seen 
more clearly by referring to the map included in 


Appendix A. 


Norcen is engaged in the exploration and 
production Slot foils andeinatunalee casein weAbemeae 
British Columbia, Saskatchewan, the Beaufort Sea 
and offshore east coast, as well as in the United 
States and Australia. Through its subsidiaries 
and affiliates, Norcen participates in significant 
iron ore operations in Newfoundland. At December 
dive 1983. iNorcenwis: totale assets amount cdaeeo 
nae) NARS erst OOO): 

While .Norcen's principal business is the 
exploration for and the development and production 
Of oil and natural gas, Norcen also has signifi- 
canto@udalitveminterest sels comm Normtvern. and emnes 
Subsidiaries). Norcen presently owns all of the 
issued and outstanding common shares of Northern, 


aS well as all of Northern's third preference 


10 


INTER-CITY 
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Shares which are the only other existing voting 
shares. 

Etter is NOrCenas = pOsi tron that since 19755 it 
has been evolving from primarily a gas utility 
with resource interests LYcOe=wa mayor.) @Nonth 
American resource company. The sale of Northern, 
Norcen's utility division, is seen by Norcen to be 


a further stepin tthis’ evolution. 


Latver—Cityy “is "are Manitoba corporation § that 
has been involved directly, and indirectly through 
tse subsrdilaciles. = in=varlous aspects sof the: energy 
industry throughout Canada since 1954. Thee con— 
solidated assets of Inter-City, according to its 
financial statements as at December 31, 1983, are 
$814,491 ,000. Its operations are divided into 
four divisions which are described below. 

Inter-City's liquid gas division is Canada's 
leading distributor of propane and industrial 
gases as well as related home and recreational 
appliances and commercial and industrial 


equipment. 


dba 
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Inter-Ciatyis Lit alst ay, division comprises 
30 percent of its business. These operations 


include gas distribution systems in. British 
Columbia, Alberta, Manitoba, Ontario, and _ the 
state of Minnesota. Within northwestern Ontario 
the system services the communities of Fort 
Francis, sha inves iRiver, Chapple and Emo. In 
addition, Inter-City, holds the, franchise “rights 
for the province of New Brunswick and is a 
49 percent partner in Gaz Inter-Cite Quebec, the 
natural gas distributor now extending service to 
most of Quebec east of Montreal. If this proposed 
transaction iS approved, InterCity se sutivsiidy 
operations will increase to a level where they 
will account for 67 percent of its business. 

The manufactured products division of 
inter-City sis, comprised sofestwo. .oftm [Inter—Ci pve 
Subsidiary companies: KeepRite Inc. of Brantford, 
Ontario, and Thompson Pipe and Steel Company of 
Denver, Colorado. This division manufactures a 
variety of heating products and pipe. 

Inter-City's resources division explores for 


and develops oil and natural gas properties and 
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Operates natural gas processing plants. This 


division is active in both Canada and the United 


States. 
Resources, a Canadian es cornporati on, LSeeed 
wholly-owned subsidiary of Inter-City. Resources 


is engaged in the exploration, development, and 


production of petroleum and natural gas in Canada. 


Vigas is a British Columbia corporation 
engaged in the merchandising of propane in British 
Columbia. Vigas is indirectly a wholly-owned 


Subsidiary.oL Inter-—City.. 


a3 
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CHAPTER 3: THE TRANSACTION 


The Agreement calls LOX Inter-City to 
purchase 48 percent of Northern's common shares, 
for Resources to purchase a further 48 percent, 
and for Vigas to purchase the remaining 4 per- 
cent. The salient features of the proposed trans- 
aCtCHOMMtOAL= AlLtece or might affect ‘the: public 


interest are outlined below. 


The agreed purchase price for the Northern 
common shares is $240,000,000. The three proposed 
purchasers are to pay $163,000,000 in cash on 
closing. The remainder of the purchase price is 
to be paid by the issuance of 110,000 8 percent 
Series A First Preference Shares of Inter-City 
which have a redemption value of $77,000,000. 
There is an intermediate stage in which Resources 
and Vigas will actually issue preference shares to 
Norcen as part of the purchase price. Thereafter 
Inter-City will exchange its Preference Shares for 
the preference shares of Resources and Vigas held 


by Norcen. The end result is that Norcen will 


15 


ADJUSTMENTS 


TO PURCHASE 


PRICE 


INTER-CITY 


PREFERENCE 


SHARES 
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ultimately hold only Inter-City Preference Shares 


to complete the purchase price. 


The Agreement provides that the purchase 
price of $240,000,000 has been established on the 
basis that consolidated retained earnings of 
Northern, as defined in the Agreement, will be 
$88,142,000 at December 31, 1984. If they are 
less, Norcen «shail, + fons Marcheple sg slOSo, pay mecue 
difference to the purchasers. If consolidated 
retained earnings exceed $88,142,000, then the 
purchasersshabl, songMarche 1) «19S5eqipay “to Norcer 


the amount of such excess. 


The $77,000,000 of Series A First Preference 
Shares to be held by Norcen are entitled to be 
voted as a separate class. They must be totally 
redeemed by Inter-City according to a _ schedule 
that commences on January 1, 1988 when Inter-City 
must redeem $8,000,000 worth of the Preference 
Shares annually to 1990. A further $10,000,000 
must be redeemed in each year from 1991 to 1993, 


$12,000,000 in 1984 and $11,000,000 in 1995. The 


EG 
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provisions attached to the shares provide ‘CHasty mee 
Inter-City fails to pay the dividend in any given 
year, or fails to redeem in accordance with the 
redemption schedule set out above, Norcen can 
elect to require immediate redemption of any such 


shares then outstanding. 


AS pane .of the “overall transaction it “is 
proposed that an outstanding promissory note held 
by Northern as an obligation of Norcen (the 
"Norcen Note") be assigned to Inter-City and that 
Inter-City issue an identical note to Northern 
(the**“"Inter-City Note"). Thus, the Norcen Note 
would no longer be a debt obligation from Norcen 
to Northern but would be a debt obligation between 
Noreen ana inter-Cicy. A further debt obligation 
from Inter—-City to Northern would be created by 
the second note, the Inter-City Note. The Norcen/ 
Inter-City Notes are each 7.6 percent promissory 
MoOLes@ OTren4 7.000, 000. 

As between Norcen and Inter—CLty., the 
Agreement provides that, should Inter-City default 


on any of its dividend or redemption payments 
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associated with the Inter-City Preference Shares, 
Norcen would have a right to set off the default 
apainst its obligations sons the Norncen Nore. As 
well, Inter-City would have the right to set Cie 
against the payments due under its Preferred 
Shares held by Norcen the amount of any default by 


Noreen under the Norcen Note. 


The Winnex shares, which are currently owned 
by Greater Winnipeg, are to be transferred to 
Norcen before the closing of the Agreement. The 
fair market» value. ofthe, shares) is:53190002)002 
Norcen, however, Wael Taste aa Y, pay Greater 
Winnipeg the book value of these shares (approxi- 
mately $10,000,000). Eventually Greater Winnipeg 
will dividend this amount back to Norcen through 


Northern. 


After the transaction is completed, Norcen 
will still retain the third preference shares of 
Northern it presently holds but the common shares 
of Northern held by Norcen will be entirely owned 


by. Inter-City, ands its) subsidiaries. The public 
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will retain, as before, ail of the Eres 
preference and second preference shares of 
Northern. 

With the exception of the Winnex- shares 
(which will no longer be owned by Greater 
Winnipeg), the evidence showed that the corporate 
organizational structure of Northern will remain 
unchanged should the applications be approved. 

Prevtoriat representations of Northern's 
corporate structure as it currently exists (Figure 
1), and as it will exist should the _ proposed 
transaction be approved (Figure 2) can be seen as 


follows: 
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Figure 1 
Corporate Structure of Northern 
Prior to Agreement 


Norcen Public 


100% common and all third All first preference and 
preference shares. second preference shares 


Northern 


Greater Champion - Nortwin Development 
Winnipeg Pipe Line 
Corporation - Northern Realty 


- Northern Acceptance 


Winnex 
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Figure 2 
Corporate Structure of Northern 
After the Closing of the Agreement 


Inter-City - 48% 
Resources - 48% 
Vigas - 4% Public 
100% 
Winnex Agee hard 100% common All first preference 


preference shares shares and second 
preference shares 


Northern 
100% 100% 
- Nortwin Development 
Greater Champion Le Gaz 
Winnipeg Pipe Line - Northern Realty 
Corporation 


- Northern Acceptance 
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CHAPTER 4: THE EVIDENCE 


Amendments 

The Agreement, as summarized in Chapter 3, 
comprises the whole of the contract existing 
between the parties with a few minor technical 


amendments for tax purposes. 


Approvals 

Mr. Sheeres testified that all the necessary 
tax rulings Perea iniine: 6 the Agreement had been 
obtained as well as the required consent of every 
bank, trustee and security holder. 

Mr. Marriott explained that of Inter-City's 
preferred shareholders only the holders of series 
B and C first preference shares have the right to 
approve or disapprove the proposed issuance of the 
Series A First Preference Shares. Mr. Marriott 
assured the Board that the transaction had been 
put to holders of these shares and that sufficient 
approvals had been received. He stated that the 


approvals of series A and B second preference 
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Shares, and that of the common shareholders, are 
not required and thus had not been obtained. 

DEUS indentures attached to some of 
Northern's first mortgage bonds’ specify that 
Northern must obtain the approval of the holders 
ofpethese bondswioraiatchange impecontrol. These 
bondholders refused to approve the proposed change 
until Norcen agreed to purchase the Northern bonds 


and replace them with Norcen bonds. 


Closing Date 

The Applicants filed their Applications with 
the Board November 1, four weeks prior to the 
proposed date of closing. Ine doing (so, )tney, 
stated that they were aware that approval would be 
required from the Lieutenant Governor, and that 
' this approval would require a hearing before this 
Board. The Board was told that a second closing 
date of December 31 was acceptable if the trans- 
action could not be approved by November 30. 
Nevertheless, both parties indicated a common 
desire to close after December 31 should this 


further postponement be required. It should be 
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noted that the closing date was further extended 


in Argument to January 31, 1985. 


Mr. Marriott testified that invern—Crcy. 
intends to finance the $163,000,000 cash portion 
of the purchase price by a loan from the Canadian 
Imperial Bank of Commerce ("CIBC"). Insofar as 
the funds that are due from Resources and Vigas 
are’ concerned, Mr. Marriott testified that ‘Inter- 
Grty Gwould= borrow 'thevimull* amount, ‘entirely and 
solely in its own name, and advance the necessary 
funds to Resources and Vigas for their portions of 
the purchase price on the same terms and condi- 
tions as the CIBC loan to Inter-City. 

The pertinent features of the loan are as 


follows: 


PAS 
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Type of Maximum Repayment 
Tranche Loan (millions) Maturity Terms 
A Bridging $65.3 March 31/861 Inet 
Loan at ‘ 
maturity 
B Term DOA eo Note 2 Note 2 
Loan 
(@ Term 56 Ore Decee o17389 In tut 
Loan at 
macuriey 
Notes: 
iG Maturity date is the earlier of March 31, 1986 Jormiile 
completion of a convertible preferred share issue by 
Inter-City, the proceeds of which will be utilizedmitae 
repay this portion of the bank financing. 
Gis Principals payments’ Vin «they amount.) of WiSl, 670, 0007 won 


December 31, 1988, and $4,150,000 on December 31 each 
year thereafter until paid in full. 

The common shares of Northern will be pledged 
by Inter-City as security for the loan. With 
respect to that asset; CIBC will rank® aheadmror 
Inter-City's other creditors. 

Tranche A of the loan is to be repaid out of 
the proceeds of a convertible preferred share 
issue which Inter-City will issue as soon as prac= 
ticable, following completion of its acquisition 
of Northern, provided that market conditions do 


not substantially change in the interim. 
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Mr. Marriott referred to a study conducted by 
Inter-City's underwriter Richardson Greenshields 
of Canada Limited ("Richardson Greenshields") as 
proocte colethe feasrbility of (thes /financine plan. 
In that study the underwriter stated it would be 
prepared to underwrite and distribute the above 
mentioned convertible preferred ‘Securities. In 
addition, Mr. Marriott related that all three of 
Inter-City's bankers who had been approached to 
DEOVVemnuuanancangva form the tcashi portion of the -con— 
Sideration ($163,000,000) had been willing to do 


so on certain conditions. 


Introduction 

This =sectioniioutlines™ the financial implica- 
tions of the proposed transaction, and more speci- 
fically, ethel@impact ‘ons Northern “of sthe proposed 


change in parent. 


Importance of the Parent Company 
Witnesses did not agree on the effect that 
Inter-City's financial strength would have on 


NOMEN eCrieSmaliudity. tOomalLuraclt, capital: 
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Dr. Cannon stated thatein a’situation suchsas 
this one, the financial strength of the parent 
organization does matter. He testified that the 
Sponsorship of a strong parent organization would 
serve to reduce the market's perception of the 
riskiness of its subsidiaries, and, hence, reduce 
the cost of capital to these subsidiaries. 

He explained that a strong parent organiza- 
tion has the financial resources and market clout 
to protect its subsidiary should that subsidiary 
experience financial difficulties, reduced access 
to, external. funding. por ay needmionw furthersequLly 
funding. He suggested that the weak parent cor- 
poration may find itself in the embarrassing posi- 
tion of being requested to subscribe to a new 
equity issue (to help ensure the stability and 
long-run health of its subsidiary) when to provide 
such funds would not be convenient or in its best 
interests. 

Mr. Lackenbauer did not deny the relevance of 
Ownership to a utility company's ability to raise 
capital, or on the resulting cost of capital. He 


Stressed, however, that investors and analysts 
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consider the new owner's track record, credibil- 
ity, stated policies, and undertakings with regard 
to the utility company, as well as any potential 
benefits that such an owner may bring to the 
Situation. 

He gave examples of the impact, or lack of 
impact, on the cost of capital and capital attrac- 
tion felt by other utilities in Canada. He cited 
the experience of Canadian Utilities Limited 
("CUL") which was acquired by a weak parent. The 
acquisition was said to have had no impact whatso- 
eve On CUL, Ss COSts Of.ecapitalory ats ability. to 
ata cba eCa Dl Gasl st Mr. Lackenbauer also described 
the acquisition by Bell Canada Enterprises of 
approximately 43 percent of TransCanada PipeLines 
Limited from Dome Petroleum as having had a 
Similar lack of effect on the market's perception 
OtLmmthemesuUbsidiary. Sieeinanciale, ssirene th. He 
concluded that a change in parent does not affect 
market perception. 

It was Mr. Lackenbauer's opinion that "the 
bond rating agencies in Canada will view the 


change of ownership as a neutral matter". He 
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continually emphasized that Northern is viewed in 
the marketplace on a stand alone basis. 

Mr. Sheeres stated that the current bond rat- 
ings of Northern will be maintained by both 
agencies should the proposed transaction be 
approved. 

Mr. Venn testified that the proposed trans- 
action would probably result in both CBRS and DBRS 
reviewing their ratings of Northern's securities 
but due to the fact that Northern has always been 
operated and financed as an independent entity, it 
was doubtful that the sale would itself result in 
any change in the ratings. 

Mr. Marriott agreed with the other Inter-City 
witnesses that the identity of a parent is not a 
factor directly’ involved’ in “the ~ratingsi ota 
subsidiary. He stated that a great deal depends 
upon the particular needs of a subsidiary, and the 
particular parental relationship that exists. The 
linkage between parental identity and ratings is a 
matter of degree. He agreed, however, that rating 
agencies do, in fact, look at a change in parents 


when embarking upon a rating. 
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WittlessMrea Marriot teeacreedetin= principle. that 
a strong parent could be the source of a_ short 
rerm loans toramcts tsubsudiary, her didnot feel that 
this factor would affect Northern's ratings. He 
stated that it was Inter-City's intention to con- 
tinue the existing policy of allowing Northern to 
raise its own debt financing, making the identity 
of the parent company irrelevant. 

As outlined earlier, Northern was unable to 
obtain, approval from) the: sholders ?%of Northern's 
first mortgage bonds for the proposed change in 
parent. Norcen had been forced to acquire the 
Northern bonds from these holders and replace them 
with Norcen bonds. The new Norcen bonds are in 
the same principal amount but bear a higher inter- 
est rate but Northern will not bear any of these 
extra YCOsts: Witnesses were unable to agree 
whether this was a negative market reaction to the 
proposed change in parent, or whether it was 
simply an opportunistic move by the first mortgage 


bondholders to obtain a higher interest rate. 
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Northern's Need for Equity Capital 

The financial implications of the transaction 
included evidence on Northern's need for equity 
capital tin the future! and) sanewturnyetinter-Cityes 
willingness to provide this equity. 

It. was Mr. Lackenbauer's opinion that, in 
light of the modest proposed capital expenditure 
program for Northern over the next five years 
(approximately $117,000,000), the reinvestment of 
Northern's retained earnings alone would. be 
sufficient itor allows#ite torPeiinance: its: wedunsy 
requirements internally. He based this opinion on 
an anticipated 65 percent dividend payout ratio. 
He said a more modest dividend payout ratio would 
result in Northern having an unduly thickened 
equity layer, he said. 

Mr. Lackenbauer stated that the only factors 
which could adversely affect Northern's equity 
ratio, apart from inadequate rates of return, are 
rapid growth in the utility operation, and/or a 
significant) diversification programe neither. sor 
which are anticipated. He stated that the 


relative financial strength of Inter-City as the 
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parent organization “is not relévant to Northern's 
cost of equity. 

If for some reason Inter-City proved unable 
LOD COVLGGR Ee NOr Lhern® “wither equltvy= capital as 
requLyed, Sir. Marriott  -testitied that “Northern 
would \ bere "expected os toyltact oe esos | “OW “DeSLU 
interests, and, if necessary, raise equity capital 
through a public offering. However, it was 
Mr. Marriott's belief that Northern would not have 
TOmecO- VCOmstne mimarket “tor Bany ot “1ts  * capital 


requirements in the near future. 


Financial Strength of Inter-City vs. Norcen 

As well as the two previous issues, consider- 
atvon Ot che erinancial= 1mplicaciron of, Lhey trans- 
action included evidence on the relative financial 
strength of Inter-City and Norcen. 

Dre. Cannon Stated that @estne=s terms ©ot its 
financial nealth. =~ Inter-City "1S currently, in a 
much weaker position than Norcen. He pointed out 
that Inter-City is approximately half the size of 
Norcen in terms of total assets, and in terms of 


sales revenues. 
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Dr. Cannon stated that Norcen's bond ratings 
are ‘uniformly © superior) )itom Inter[Ciiy cs. He 
explained that Norcen's secured and unsecured 
debentures are rated A(low) by DBRS, a full two 
rating categories above the Bt(low) rating that 
CBRS has assigned to Inter-City's’ first” mortgage 
bonds, and three rating categories above the 
B(low) rating that CBRS@has “attached’ to” Enver 
City's unsecured debentures. Dr. Cannon felt this 
difference to be significant, especially since 
ratings assigned to Norcen put its securities in 
the investment-grade class while ratings assigned 
to Inter-City put its debt securities in the spec- 
ulative category with; at sbest, only ~limived 
long-term protective investment characteristics. 
‘Dr. Cannon came to a similar conclusion when 
examining the preferred share ratings of Inter- 
City and Norcen: 

Dr. Cannon calculated seven financial ratios 
aS Standard measures of the performance of a 
company for each of Inter-City “and ‘Norcéen as ‘at 
September 30, 1984 (see Appendix B). He concluded 


that, because all seven of Inter-City's ratios 
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WeEree sDOOLCr  sthans PNoscenis, irGe rt Ci ty. «Saas a 
financially weaker company than Norcen. 

During cross-examination, Mr. Grahan, 
Mr. Marriott, Mr. Lackenbauer and Mr. Venn all 
avrecd@thatelnter-Gityeusea financial ky, weaker 
company than Norcen but did not concede that this 


affected Northern in any pejorative way. 


Inter-City's Ability to Raise Capital 

Mr. Graham claimed that Inter-City has no 
problem in raising debt or equity, and stated that 
Inter-City intentionally utilizes as much leverage 
as possible. 

Dr. Cannon however questioned Inter-City's 
api ty stort SemcaplLaleein the suture. He cited 
the testimony of Mr. Venn in the most recent 
Nomthernwrate hearings (he Bekh.O.8  3909maGep. S56) sn 
which Mr. Venn stated that: 

Uperceived icreditmqualityeisecritical (to 

ensure continuous access to capital as 

required by a utility. While companies 

Ofte =bBB MS credivea dualitvVaercanmehinmance in 

the current markets, there have been 

periods over the last three years when a 

new debt issue rated "BBB" or even "A" 

could not have been sold at any reason- 


able yield. En any 201 NaOone aL Orcders.vo 
ensure access to capital as required, 
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the allowed return on equity must be 

adequate to generate a credit standing 

Of eA Lin ther contexteot “today escmvoOlas 

tile capital markets." 

Dr. Cannon cited the September 1983 rating in 
which CBRS gave a Bt(low) to Inter-City's senior 
debt obligations, and a B(low) rating ~to Sites 
Geer ed debentures. These were, to the best of 
Dre Cannon's knowledge, the lowest ratings 
assigned to any publicly-traded utility company in 
Canada. Dr. Cannon concluded that these ratings 
were too low to ensure Inter-City's continued 
access, on reasonable terms, to financing in 
Canadian capital markets. However, Inter-City 
testified that this 1983 rating of the sentoredeos 
Obligations and unsecured debentures had _ been 
retracted because these obligations had been paid 
off prior to the rating. The 1983 preferred share 
rating still applies. 

Dr. Cannon compared Inter-City's most recent 
key financial ratios (Appendix B) to DBRS 
standards. He concluded that, with the exception 
of cash flow as a percent of current liabilities, 


Inter-City's ratios did not meet DBRS Standards. 
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These findings were additional proof to Dr. Cannon 
that Inter-City's access to external capital mar- 
kets, on reasonable terms, had been impaired. 

Mr. Fraser and his associates prepared a 
study for Inter-City which included a comparison 
of the ratios of various Ontario utilities and 
industry ratios for the year 1983. 

Accordingsetom thisit study, = inter-City"s® ‘long 
term debt as a percentage of capitalization is the 
highest. In general this figure is taken to be an 
indicator of financial risk, the higher the figure 
the more risky the investment. Mr. Marriott 
DOU bed MOLL as NhOWeVGm anclate et arse dittiicult “to 
compare. Inter-City in this fashion because Inter- 
Cityalsenotmanpuresut ili ty. 

The pre-tax interest coverage ratio (the 
income before interest and tax compared to the 
interest charged) is, once again, a measure of 
risk. Inter-City's pre-tax interest coverage is 
the lowest of the utilities' mentioned. Mr. Venn 
gave evidence that, for companies in general, an 
interest ratio coverage of 3 or more is required 


by DBRS webu GeLOnsurilEtbies athnemrequimed figure is 
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2.2 Itewasspointed outethat i intersGit ys) fieirema 
less than 2, lower than the figure required for 
utilities.« Mr. Marriott countered that the CIBC 
is: (satisfied: with Inter=City siminterest. coverage 


ratio nevertheless. 


MICC Investment 

Dr .. -Gannom "also: testdifiederthat  Inter-Cittyaa- 
financial health is affected by its investment in 
MICC Investments Limited ("MICC"). This invest- 
ment which totals $38,700,000 may impair Inter- 
City's ability to raise capital on reasonable 
terms. He stated that it is widely known that 
MICCU is +in® financial’! Wdistressenavinge recenriay 
reported a $50,296,000 loss for the 9-month period 
‘ending September 30, 1984, and that the firm's net 
equity capital position has fallen below the level 
required by the Federal Department of Insurance. 

Mr. Marriott stated that no decision had yet 
been made as to whether there would be a write 
down of the MICC investment, but added that in the 
last interim statement, shareholders of Int ene Cis 


had been informed that the Company is considering 
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making a provision against that investment at the 
year's end. Draw Cannon Claimed) that sinter-City 
would not be able to do otherwise in light of the 
fact that similar publicly-traded securities of 
MICC are currently trading in the marketplace at 
prices which represent only a small fraction of 
their par values or original issue values. 

Mr. Lackenbauer did not view the possible 
write-down of Inter-City's investment in MICC, 
which would reduce Inter-City's retained earnings 
from $48,800,000 to $10,100,000, as a factor of 
any real significance. He indicated that the mar- 
ket had already taken account of this. 

During cross-examination it became evident 
that, when Inter-City invested in MICC, MICC pur- 
chased 26 percent of the issued and outstanding 
Inter-City common shares. This interest effec- 
tivelyarallows*#*M1LCC sto! ‘controlk™= inter-City. In 
evidence it was pointed out that, should MICC 
decideutosce ll sits” shares "in WInter-City aflerethe 
proposed transaction was completed, the control of 


Northern would be sold away as well. 
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Effect of Proposed Transaction on 
Inter-City's Financial Strength 


Dr. Cannon also concluded that none of the 
seven financial ratios contained in Appendix B 
indicated that the proposed acquisition (with its 
associated interim or permanent financing) would 
we Gee eS financial condition. mel neve 
cases, the Pinaneiat ratio values actually 
experienced significant deterioration. Dr. Cannon 
also concluded that the pro forma post-acquisition 
ratios were again outside the acceptable limits of 
DBRS credit standards. 

inter-Cr ty estimated that the after-tax 
financing costs of the > acquisitions wil eee 
$18,300,000 (excluding any principal repayments), 
a sum which Dr. Cannon felt could not presently be 
covered by the cash generated through Northern's 
pro forma dividend payments to inter—City. 
According to Dr. Cannon, the financing of the 
acquisition will create a small net cash drain on 
Inter-City which could, however, become much 
larger if interest rates (and, thus, the costs of 


Inter-City's new bank debt) rise. 
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Iinter= CitGy iste witnessese submitted that “the 
earnings of Northern are required to service its 
bondholders, preferred shareholders and common 
sharenoldersaaimn ) thesetorm of dividends ‘on “the 
commen” Shares wcaleulated Yat?'$12;50070007 in’ 1982) 
$16,800,000 in 1983, and estimated at $17,800,000 
for 1984. They stated that Inter-City's intention 
was to continue Northern's present dividend policy 
following the acquisition. They felt the 
duvvidendsswould *beesutticient “to fund=inter—City s 
costs of financing the acquisition. If Northern 
was not able to maintain it's current dividend 
level, Inter-City stated it had ‘sufficient cash 
flow from its other operations to meet its 
oObligatvons. 

Mr. Fraser noted that, subsequent to the 
2CQuUNSI tLOn and = completion sof thee fimancing= plan 
aoeeproposed, »inter-City. se capitals structure on «a2 
consolidated basis will reflect an increased debt 
POCeCoO ULL PAULO. His study showed a _ post- 
acquisition debt to equity ratio of 63 percent 
assuming the proposed convertible share issue has 


taken place and 70 percent, if the ratio was 
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calculated without the convertible preferred share 
issue. 

The pro forma statements prepared by 
Inter-City showed earnings per share going up by 
approximately 20: percent each year for the nexe 
five years while recent history shows the earnings 
per share decreasing on a yearly basis. 
Mrs Marriott pointed’ out! ithaty? prior )to, 19508 
earnings had risen, and claimed that earnings 
would -have been up-<‘in 1983 but for an extnaa 
ordinary loss. 

Mr. Marriott cautioned that these statements 
were not forecasts: of what is likely to” occur ia 
the future, but rather were "models" which assume 
that the present state of Inter-City's operations 
would go unchanged. He stated however that the 


pro forma statements have only limited value. 


Pursuant to a promissory note, Norcen 
presently owes Northern $47 , 300,000 with an 


interest» rate (ofo"7.64ipercent. (the “‘Norcen 


Note “fr. 
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The Norcen Note came into being as the result 
Gimiveereoreanizaviron so. Northern®@thate occurred in 
1975. When Norcen became the parent company, some 
of Northern's investments also moved up into 
Norcen and the consideration to Northern was the 
Norcengnote 

The Agreement states that the Norcen Note, a 
non-utLiaty asset) thus not included? in rate base, 
Will bes transferred from*Northerns*to Inter-City. 
This will be accomplished by Northern assigning 
the Norcen Note to Inter-City at book value, in 
return for which Northern will receive a note from 
Inter-City (the Inter-City Note) bearing identical 
terms and conditions to the Norcen Note. 

It was also noted that the repayment schedule 
for Tranche B of Inter-City's loan from the CIBC 
is almost identical to the repayment schedule of 
the Norcen: Note. Mrs Marriott asserted. that no 
link exists between the proceeds to Inter-City 
from the Norcen Note and the repayment schedule to 
LbihegClLBGr = sandeathatwmanes lLoanistore ther ClBC cam be 
repaid out of-any of the funds available to Inter- 


City. 
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With respect to Northern, Mr. Marriott 
asserted that the only change occurring is that 
the note will be owing from Inter-City rather than 
from Norcen. Drs Cannon ~stated” thaty this “15 92 
major change given Inter-City's weaker financial 
condition in comparison to Norcen. 

Under the terms of the Agreement, should 
Inter-City default on its dividends or sinking 
fund obligations under the First Preferred Shares, 
Norcen has the right to offset the full amount of 
the anterest.<and principal fowede toma t by -inter— 
City against the amount that Norcen owes to 
Inter-City under the terms of the Norcen Note. If 
this, right of ‘set-off ‘is sexercised? Norncen, 7can 
force” Inter=City tor redeemmallfortfy themsentesunn 
‘Preference Shares. Similarly, the Agreement 
states @that)tinter-—City (will)! be@eivensthesi¢ch taro 
offset the payment of dividends and sinking fund 
obligations against any possible default by Norcen 
on its obligations under the Norcen Note. 
Mr. Marriott stated that it was Norcen who asked 


that the right of set-off be included in the 


Agreement. 
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Dr. Cannon characterized the changes in the 
Norcen Note as a loan from Northern to 
Lnter-Ca ty. It was Inter-City's response that 
Northern would not be loaning money in the sense 
of taking cash resources available and advancing 
thenpeavOnetnter—-City |store sits use. Inter-City 
characterized the transaction as merely switching 
a currently existing note receivable from one 
company to another. 

While Inter-City will accrue long term bank 
debt specifically as a result of the Applications 
at hand, Mr. Marriott stressed that the note which 
Inter-City will issue to Northern will be the only 
long term note existing on the unconsolidated 
Inter-City's balance sheet. It was Mr. Marriott's 
Opinion that because of the new ranking of the 
note on Inter-City's balance sheet, Northern is 
better off being owed the money by Inter-City than 
it was before or at least is in no worse a posi- 
tion. 

Mr. Lackenbauer asserted that the note was as 
strong with Inter-City as the promissor as with 


Noreen. He said that he was not "unduly troubled" 
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bys the note, “andi that’ hee’ didn’t yviewethe shittain 
credit as being that significant." 

Mr. Venn stated that the change in promissor 
would not be of major significance to investors or 
to the on-going ability of Northern to finance 
itself. 

In recognition of the fact that the majority 
of Inter-City's assets are encumbered, Dr. Cannon 
did not agree with the proposition that the change 
in the Norcen Note would not be detrimental to 
Northern. He stated that the subordination of the 
obligations owed under the note, to the claims of 
Inter-City's secured creditors, would reduce the 
value of the assets backing up Northern's obliga- 
tions to its own bondholders and preferred share- 
‘ holders. He also® indicated that? ¢this srisk@iwas 
even more pronounced because of Inter-City's weak- 
ness aS a parent corporation. 

Dr. Cannon indicated that the change in the 
note is detrimental to Northern in two ways. 
Firstly, Northern will be receiving inferior 
priority provisions under the Inter-City Note as 
it is subordinate not only to the debt of the 


unconsolidated imten=City but also to the 
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debt of Inter-City's subsidiaries. Secondly, he 
felt there was a possibility that the value of the 
note owed by Inter-City to Northern would become 
impaired and have to be written off against 
retained earnings. If this were to. occur, 
Northern would require an extra injection of 
capital to compensate. 

A DBRS bond rating letter of May 18, 1984 
pointed out that the very existence of the Norcen 
Note (its term and low interest rate) was 
depressing the earnings of Northern. Dr. Cannon 
noted that these negative factors will continue to 
be a part of the proposed Inter-City Note. 

When asked whether his concerns about the 
note could be alleviated in any way, Dr. Cannon 
stated that if the Inter-City Note was made an 
equal or better credit instrument than the Norcen 
Note, “the single most “important reason for the 
conclusion that Northern will be weakened by this 
transaction would disappear. 

Mr. Marriott testified that a $25,000,000 
acquisition premium is included in the 


$240,000,000 purchase price and in effect, Inter- 
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City is paying $25,000,000 over the book value of 
Northern's common shares. Inter-City intends to 
add $8,500,000 which is carried on Northern's 
books as goodwill, increasing the actual acquisi- 
tion premium that will be carried on Inter-City's 
books to approximately $33,500,000. 

Mr. Marriott contended that the premium would 
be partly off-set by the coupon rate on the 
Preferred Share issue to Norcen which is between 1 
and 1 1/2 percentage points below market rates at 
the time the Agreement was executed. 

Mr. "Marriott ‘stated! -that “Sthew acquisitron 
premium would’ have no effect) ion utPlity rates s— 
the premium would be carried in the investment 
account on Inter-City's financial statements, and 
‘would be amortized in accordance with generally 
accepted accounting principles. He asserted that 
Inter-City does not intend to write up the assets 
of, Northern sor. Inter-City"s existing Ontario gas 
distribution utility to reflect the premium. 

Mr. Marriott explained that the amortization 
will be reflected in Inter-City's financial state- 


ments aS a charge against its equity earnings in 
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Northern. He explained that the premium is being 
amortized at Northern's overall depreciation rate 
Ofses3 49° Wpereent in accordance’ "with generally 


accepted accounting principles 


ICG Liquid Gas itd... a wholly owned 
subsidiary Of iMicen-Carcy. is Inter-—City's 
principal distributor of propane gas. Mr. Graham 
estimated the annual sales of this subsidiary to 
bewsan Fexcess’ of ~$250),000)000,"" only a smali 
percentage of which are generated in Northern's 
franchise areas. 

Mr. Graham assured the Board that Inter-City 
would not be placed in a position of conflicting 
interests due to its dual role as a propane and 
natural gas supplier. He explained that 
competition does exist between the two sources of 
energy, =but that it v1s not wflvVany great magnitude 
because propane LS economical only in very 
specialized markets which typically do not include 
residential heating fuel markets. 

Inter-City also produces furnaces, and 


various other energy related products, through a 
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subsidiary called KeepRite Inc.. Mr. Graham 
assured the Board that Inter-City does not 
presently “require dts ‘wtdihity pdivision somdietmie 
bute Inter-City's products, and that this policy 
would be followed by Northern should the proposed 
transaction be approved. Mr. Graham testified 
that, in effect, Inter-City would be treated by 
Northern in the same manner as any other supplier, 
having to submit to all normal tendering prac- 
tices, "and having» to, meetcall mormally Yrequizved 


eri teria. 


The Agreement stated that the Winnex shares, 
which according to, an independent valuation as of 


May iL 1984 had a baer market value of 


~*~ $19,000,000, would not be included in the sale to 


Inter-City. The Agreement proposes that, prior to 


the closing of the sale of Northern, the Winnex 


Shares would be transferred to Norcen. 

During cross-examination Mr. Marriott agreed 
that although the Winnex Shares were being 
exchanged at book value which is less than the 


fair market value, the transaction as proposed 
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would result in the shares being transferred to 
Norcen without any actual value remaining in 
Northern. 

ACCOrdI ne elon eer. Sheeres, it has been 
Norcen's intention for quite some time to obtain 
the ownership of Winnex from Greater Winnipeg. He 
did not, therefore, feel that this event should be 
looked upon as one resulting from the proposed 
transaction and that it should be viewed as an 


entirely independent event. 


Corporate Reorganization of Northern 

The evidence revealed that Norcen had been 
intending to reorganize Northern before’ the 
negotiations began with Inter-City but that the 
plans had been postponed pending resolution of the 
proposed sale. The reorganization included the 
removal of non-utility items from Northern and the 
POrmat kOe trae DUE. On ta bilo Bible ye Mr. Graham 
testitied that..Inter—CGity »antended). tor continue 
these reorganization, plans after the closing of 
the transaction by applying to this Board for the 


necessary approvals. 
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Inter-City's witnesses indicated that it had 
no plans to alter Northern's eapitalizataonsolier 
than any changes which might result from the 
proposed restructuring of Northern and its 
subsidiaries. Inter-City's understanding of that 
restructuring proposal is that there would be no 
negative impact on Northern's’ future cost of 


service and rate base applications. 


Northern's Board of Directors 

In 1975, Norcen gave an undertaking that 
Northern's Board of Directors would include two 
members who have no involvement in Northern and 
who are residents of the franchise area. However, 
Mr. Graham explained that on the closing of the 
‘transaction, Norcen appointees to Northern's Board 
of Directors would resign and would be replaced by 
Inter-City ‘directors; with Mr... Graham shimsel fac 
Chairman. He stated that it is not Inter-City's 
practice to have outside directors for its 
subsidivaries,) ‘but *theat..21f "directed= tom do mscomby 
this Board, inten Cary. would increase the 


representation from Ontario on Inter-City's Board 
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of Directors, or alternatively would maintain 


outside directors on the Northern Board. 


Management Policies 

Mr. Graham indicated that Inter-City has no 
plans to move the management of Northern to 
Winnipeg. He assured the Board that the regula- 
tory personnel of Northern would remain in 
Ontario. Mr. Graham indicated that the Inter-City 
Ontario utility interests would be consolidated 
with |.Northern'‘s “Ontario “utility. interests if 
practicable. He did not believe that this would 
have any effect on Northern's employment practices 


or on the total wage costs involved. 


Inter-Corporate Loans and Guarantees 

It was indicated in evidence that Inter-City 
does not guarantee the debt of any of its subsid- 
iaries. EtSeeDO 1c Yel Sento have its subsidiaries 
directly finance their own operations through both 
long and short-term debt. However, where a 
Subsidiaryatinds that has difthculty financing 


Loser CLuvLtLeS=n Or sti1nds) stne IcOoS Tesi ns. d0Ing = so 


PUBLIC 
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excessive, Inter-City may at that point invest 
funds in the subsidiary in the form of debt and/or 
preferred and/or common stock. 

Mr. Sheeres submitted that Northern is and 
has always been responsible for raising its own 
long-term debt capital. Although Norcen provides 
Northern with its short-term debt requirements 
through its own bank lines of credit, as a result 
of the’ acquisition and in-contormity witneeintene 
City's policy, Northern has arranged a new line of 
credit ‘with the  CIBC.=) Theretore ser * thesacgin.1. 
tion.is approved, he stated that Northern will 
become responsible for its entire debt financing. 
The representatives of Inter-City assured _ the 


Board that Northern would not be asked to 


. guarantee any of Inter-City's or its subsidiaries' 


debt. 


Interpretations of the Public Interest 
In his pre-filed material Mr. Venn gave his 
evaluation of how the general public interest is 


affected by the proposed transaction. Mr. Venn 


stated that: 


54 


REPORT OF THE BOARD 


January, 1985 


ev iheelsie i nie themsbests interestsiaof =the 
public in Ontariowmthat transactions such 
as the sale of the common shares of 
Northern and Central from Norcen_ to 
imcen—Cisty be permitted to proceed 
unless, with respect to a particular 
transaction, it is demonstrated that 
such transaction would be clearly 
detrimental to the public interest. 
There would also be a positive benefit 
LOVthe public interest. in having sucha 
transaction take place after due enquiry 
because it would confirm that regulation 
in Ontario is in tune with our economic 
system." 


Dr. Cannon's testimony provided the Board 
with a different test of the public interest: 


"if the costs or disadvantages or detri- 
ments outweigh the benefits, then 

my opinion would be that the transaction 
Should not go through as it is currently 
structured until something is done, 
perhaps, to eliminate the detriments." 


When asked how the Board should proceed in the 
hypothetical case where the proposed transaction 
had not been shown to have any positive or nega- 
tive effect on the public interest, Dr. Cannon 
responded that: 


"If there's absolute neutrality : 
the transaction should go ahead because 
I'm certainly a believer in private 
property rights and that_- one : , 
corporate! organization “that, owns “an 
asset should, unless there iS some 
detriment to the public interest, be 
able to sell it to some other corpora- 
tions. 


55 


ee a ae 


REPORT OF THE BOARD 
January, 1985 


Effects of the Proposed Transaction 
on the Public Interest 


Mr. Graham interpreted the proposed 
transaction as having a neutral effect on the 
public interest. Mr. Graham's general view was 
ay te: 


“the » transactionpaassmsuchh. Wi Lin0t 
result in savings, benefits, costs, 
advantages and disadvantages to the 
present and future customers, bond- 
holders and/or preferred shareholders of 
Inter-City or Northern and there is 
nothing to suggest that the proposed 
acquisition is contrary to the public 
interest or that there is any detri- 
mental effect upon the public and its 
various constituents. Further, the 
acquisition may be viewed as being in 
the public interest in the sense that 
ownership of Northern will remain vested 
im say «Canadians Gcorpordtions thats 
experienced in and that possesses a 
proven record of efficient AL ae y; 
management." 


With respect to Northern and its customers, 
Mr. Graham stated that no real advantages or 
disadvantages would result from the proposed 
transaction. 

He indicated that the. acquisition would 
result in a significant increase in Inter-City's 
earnings and, therefore, an increase in earnings 


per share for Inter-City's current common share- 


56 


REPORT OF THE BOARD 


January, 1985 


holders. He stated that preferred shareholders 
would receive no direct benefits as their shares 
pay a fixed dividend by definition, however, the 
increased earnings will provide increased coverage 
for these dividend payments. Mr. Graham also 
stated that the acquisition would provide 
Inter-City and its shareholders with greater 


stability in earnings, which would compensate for 


the risks associated with financing the 
acquisition. 
Witnesses for Fntern-Cityy, Northern, and 


Norcen stated that they do not believe that the 
proposed transfer of ownership would have any 
detrimental impact on Northern's financing 
capabilities, or on the interests of its creditors 
and preferred shareholders. 

It was Dr. Cannon's opinion, upon weighing 
the various interests involved, that the proposed 
transaction would not amount to mere neutrality. 
He stated that: 

"As the proposed acquisition’ is cur- 

rently structured its completion would 

most decidedly weaken Northern and the 

security of its external bondholders and 


preferred shareholders and comprise its 
access to new external funding on 
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favourable terms. The proposal _ for 
Northern to accept a $47 ,300, 000 
unsecured note from Inter-City, in 


exchange for a similar, note (due from 

Norcen, is the single most significant 

reason for my ‘conclusionje. “ef er2 745 

well) Inter-City is less capable of 

coming to’the financial,aid of; Northern; 
through loans, loan guarantees, or new 
equity infusions, should Northern find 
itselfafacing either generalla tdi ficult 

Einanca ad: market conditions or a 

Ssatuataonvye off Pitinanciayr distress, or 

should Northern be in need of additional 

funding for whatever reason." 

Dr. Cannon submitted that while there may be 
some increase in earnings per share to 
Inter-City's common shareholders, the additional 
financial risk introduced by the transaction would 
likely outweigh this benefit. He stated that the 
position of Inter-City's unsecured creditors and 
preferred shareholders who cannot expect to share 
‘in any earnings benefit would be adversely 


affected. 


Proposed Conditions Precedent to Approval 

Dr. Cannon, who was critical of the proposed 
transaction as not being in the public interest, 
recommended that the Board should, in whatever way 


is appropriate, try to get a firm undertaking from 
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Inter-City that it will reorganize Northern along 
the lines OF Northern's proposed internal 
reorganization. He concluded that the Ontario 
utility operations would therefore be a separate 
Feta Olisist VameCOMtad Hd Wm eOn ly ee ONt AG) Omer dsl iota, 
assets and liabilities. He stated that the new 
Ontario utility should not guarantee the debt of 
its parent organization or any of the parent's 
Subsidiaries and should not lend money to the 
parent organization or to any of the subsidiaries 
of the parent. 

Dr. Cannon stated that from a regulatory 
point of view there are perceived advantages to 
having a regulated utility as a separate legal 
enti ty | becausersae nypotLhetical scapi tata structure 


would not be necessary. 
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CHAPTER 5: THE SUBMISSIONS OF COUNSEL 
AND INTERVENORS 


The Board's Mandate 
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Inter-City submitted that: 


Section 26 directs the Board to hold a 
hearing and provide its report and opinion on 
the proposed acquisition to the Cabinet but 
gives no criteria to be used to measure the 
merits or otherwise of the proposed transac- 
tr.Ons Thegeboatd sssy Left “on “its “own “to 
develop the appropriate test to be utilized 
PiecOnminr we tO itSeAOwn. Opinions and it “is 
Implied sthatwitheirmayreport and opinion will 
also include a recommendation to the Cabinet. 


The report and opinion of the Board, as in 
the proposed take-over of Union Gas Ltd. by 
The Consumers' Gas Company Limited, should be 
based upon consideration of the implications 
of the proposed transaction on the public 
interest. 


The public interest is appropriately embraced 
by: 


a) the present and potential shareholders 
of the companies involved; 

b) the present and potential ratepayers, 
that is, customers one the gas 
distributor; 

c) the» present .andypotential employees of 
the distributor; 

dad) the companies themselves; 

e) the communities served by their 
aLstributorss 

fs) the sinvestorse. 1m the »companies,sother 


than shareholders; and 
g ) the public interest generally. 


Thesspubbicw interest, generally, is broad 
enough to embrace the ability of any person, 
Pmeludingemaee corporation, to acquire and 
dispose of capital property. 
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1Gi the transaction is not contrary .00r 
detrimental to the specific constituents of 
the “publicGinterest or to any identifiable 
element of the public interest, to refuse the 
transaction would be contrary to the public 
interest. 


Financial Matters 


A. 
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With respect to the "Strong vs. Weak Parent" 
issue, Inter-City submitted that: 


it Although Inter-City is relatively weaker 
than Norcen, both immediately before and 
immediately after the proposed transac-— 
tions, the existence of or identity of a 
parent, weak or strong, is irrelevant in 
this case. 


De Northern is managed, operated, financed 
and regulated on a stand alone basis and 
the changeover in ownership will have no 
impact on Northern's ratings. Ine iacie 
Northern's bond rating is now higher 
than Norcen's. 


oe The favourable banking proposal that was 
put to Northern by the CIBC, for both 
its credit line and for expansion into 
Blind River, was made on the basis that 


the transaction will proceed as 
contemplated. 
4. Inter-City itself has been able to 


arrange favourable financing with the 
CIBC and has received an indication from 
its financial advisors that it will be 
able to successfully market a 
$65,000,000 issue of convertible pre- 
ferred shares. 


With respect to the "Norcen/Inter-City Note", 
Inter-City submitted that: 


Iss The effect of the proposed transaction 
in this area is to change the obligor on 
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Chew =notermfromy Norcen’ “to ~Inter-City. 
This should not be of concern. 


Zs Under Northern's’ proposed reorganiza- 
tion, which Inter-City intends to carry 
out, the Norcen/Inter-City Note would be 
clearly, cleanly and legally removed 
fromevnes Ontariroeutr ity. 


ce The proposed reorganization is consis- 
tent with what Inter-City has carried 
OUUeitmebus existing utility, division. 


With respect to "Northern's Need LON 
Capital” Inter—City submitted that: 


Ps Northern's capital expenditures will be 
approximately $117,000,000 over the next 
five years. 


Ze According to the "financial model" for 
the years 1985 to 1989, no external 
financing will be required for this 
growth. 


a 


Sh Inter-City is willing to provide equity 
capital to Northern if needed, or alter- 
natively, to allow Northern to go to the 
public market for equity capital. 


4. Northern will be able to attract debt 
capital on terms as favourable as it 
could if Norcen remained the parent. 


Other Matters of Concern 
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Inter-City submitted that: 


There will be no changes as a result of the 
proposed transaction in Northern's: 


a) management and operating practices and 
policies; 

b) gas supply arrangements; 

Cc) cost of gas; 
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d) number of employees in Ontario (both 
management and operating); and 
e) service to existing communities. 


Therefore, there will be no detriment to the 
public interest in any of these areas. 


Changes might be made in the future if they 
would be positive and for the benefit of 
Northern. 


Northern will expand service to new communi- 
ties where it is economically feasible to do 
so, and the provision of propane service by 
Inter-City will not inhibit expansion. 


The Proposed Alternatives 


64 


Inter-City submitted that: 


An outside guarantee of the $47,300,000 
Inter-City Note would cost, at least, one 
half of one percent per year. This would be 
approximately $230,000 per year for the years 
1985-1988 inclusive and would decrease each 
year after that. 


It is not reasonable to ask Inter-City to 
incur that cost on the basis of a perceived 
weakness in the Inter-City Note as compared 
to the Norcen Note. 


As an alternative, Inter-City would hypothe- 
cate, to a trustee for Northern, Inter-City's 
equity of redemption in the Northern shares 
aS collateral security for the note. These 
shares will be pledged under the hypotheca- 
tion and loan agreement to the CIBC. There- 
fore, if there was any realization by the 
bank on the shares, any surplus over and 
above what was owing to the bank would be 


delivered to the trustee for the account of 
Northern. 


REPORT OF THE BOARD 
January, 1985 


This hypothecation would be retracted if and 
when the proposed reorganization of Northern 
was completed. 

Inter-City “will? have® the’ Inter-City “Note 
rated by one of the bond rating agencies and 
will advise the Board of the rating. 


Inter-City will investigate the possibility 
Of rolling its existing Ontario operations 
into Northern's Ontario utility operations. 


Agreement Extension 


Inter-City submitted that: 


The parties have verbally agreed that, should 
the proposed transaction not be approved by 
December 31, 1984, the closing date will be 
extended to "as soon as practicable after 
November 30, 1984". 


inter-Gitys will e-compensate Norcen for ithe 
delay after December 31, 1984 by paying 
interest at the CIBC prime rate (on the 
$163,000,000) on a daily basis for any period 
from January 1, 1985 to the date of closing. 


Conclusions 
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Inter-City submitted that: 


With respect to the specific constituents of 
the public interest, the effect is neutral. 
There are no direct perceivable benefits and 
no direct perceivable disadvantages. 


There may be long term positive results with 
respect to the inclination to provide equity 
to Northern if required, and the aggressive- 
ness with which any expansion would be under- 
taken. 


It ds*inotreasonable: "to ask iInter-City to 
guarantee the Inter-City Note. 


SUBMISSION ON 
BEHALF OF 
NORCEN 
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4. 


The proposed reorganization should not be a 
condition of approval. 


The Board's Mandate 


Norcen submitted that: 


Under Section 26, the Act does not indicate 
the considerations to which the Board should 
have regard in, spreparing » its: ‘reporteyand 
opinion for submission to the Lieutenant 
Governor in Council. 


The definition of /the  spublic™ = interest ea] 
adequately set out in the Board's Procedural 
Order. 


A property owner should be allowed to dispose 
of its property unless it is established that 
such disposition would be detrimental to the 
public interest. 


Financial Matters 


A. 
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With respect to the "Strong vs. Weak Parent" 
issue, Norcen submitted that: 


ive Northern, on a stand alone basis, both 
before and after, becomes a subsidiary 
of Inter-City, and will be able to meet 
its own capital requirements in the 
foreseeable future. 


phe There is a strong likelihood that’ the 
proposed transaction will have no effect 
on the DBRS or CBRS ratings of 
securities of Northern. 


Bie The CIBC proposed line of credit and 
funds for the Blind River project are on 
extremely advantageous terms and 


constitute strong evidence that the 
financial community does not perceive 
any, lessening ainjathescredi te qualutyeon 
Northern as a result of it becoming a 
Subsidiary of Inter-City. 
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4, TiewMtAe teat ha thecerntad nel institutiona | 
holders sol tirstes morteace. | poOndameOr 
Northern refused to give necessary 
consent to the proposed transaction 
should be viewed as an opportunistic 
move and not a concern witn the change 
in parent. 


Os Northern, being a regulated company, 
could not agree to an increase in the 
Interest raves paidyons its secunut rese an 
OLGCreatO el aAcnrilicate eae lL ranstereOrr utc 
common Shares from one company  wato 
another. 


With respect to the "Norcen/Inter-City Note", 
Norcen submitted that: 


Le Lheye sl nier—Cist ve mNotes iiss aofe equals or 
betrer seu ually emlia neat eamNOLCeNes.NOLC 
because the Norcen Note is junior to all 
other existing debt of Norcen. 


Other Matters of Concern 
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Norcen submitted that: 


The sale of the Winnex shares should not be 
an issue in the Board's consideration. Not 
only are the Winnex shares not part of the 
recumatedsaubality assets sof Northern, but 
this transaction had been planned before 
Inter-City and Norcen commenced discussions 
for the sale of the common shares of Northern 
andeswi!) iebpes completed sin ether near future 
whether or not the common shares are sold to 
Pmber—Ci ti. 


The perceived conflicts of interest between 
natural gas and propane have been satisfac~ 
Orit vaca teewa bhesands etie. Board tshowld) have 
NOwGOoncernnwLn ~Lhiswarea . 


The present management policies and proce- 
adures ot eNorthern-swilismnot be tchanged seas a 
result of the change in ownership. 
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The Proposed Alternatives 


Norcen submitted that: 


The proposed reorganization, in which all 
liabilities and assets of Northern which can- 
not form part’ of *the*Ontario utility sysrem 
(including the Inter-City Note which replaces 
the Norcen Note) will be removed from 
Northern's capital structure, is currently on 
hold due to the proposed sale of Northern to 
fibers City. 


It is Inter-City's intention to proceed with 
the proposed reorganization. 


Conclusions 
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Norcen submitted that: 


Norcen's acquisition of a minority interest, 
through Sits” acquisition “of ~ certain tirse 
Preference Shares of Inter-City, has’ by 
itself no effect on the public interest. 


The proposed sale of the common shares of 
Northern to Inter-City will wnot result aneany 
detriment to the public interest. 


The Board should recommend to the Lieutenant 
Governor in Council that Norcen should be 
permitted to sell the common’ shares of 
Northern to Inter-City in accordance with the 
terms and conditions of the Purchase and Sale 
Agreement. 


If the Board considers that the public 
interest would be served by having Inter-City 
give certain undertakings along the lines of 
those given by Norcen and its predecessor 
company in 1975 (see Appendix C), or other- 
wise, the proposed undertaking should _ be 
relerred@y- to. ineeethess boardus report and 
Opinion, and the details should be worked out 
in due course between Inter-City and appro- 
priate officials in the Ministry of Energy. 
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Special Counsel submitted that: 


The Board is empowered to review the Applica- 
tions under Section 26 of the Ontario Energy 
Board Act. 


tiers Bboard sewmandate,.is to hold (a ‘public 
hearing and submit its report and opinion to 
the Lieutenant Governor in Council who exer- 
cises a discretion to grant or refuse an 
Applicant the right to conclude a transaction 
as defined in the Act. 


The power vested in the Board and the 
Lieutenant Governor in Council under the Act 
ought to be exercised in the public interest 
even if these words are not expressly used in 
the section of the Act under consideration. 
The public interest has been defined to mean 
thesgeneral public interest in the broadest 
Possible sense unless the Legislature expres- 
sly or by implication narrows its scope. 


These Dull cy tinintverest., 1S. agreed | to »be | as 
defined by the Board's Procedural Order. 


The Board, in rendering its opinion, ought 
properly to weigh the various public and 
private factors and interests led in evidence 
at the public hearing with a view to accommo- 
dating the overall public interest. 


Further the Board ought to recommend refusing 
a transaction only if the general public 
interest is on balance detrimentally 
affected. amhny other a view of . the Board's 
Mandates) WwOulds be .~contrary to the right of 
persons, to acquire and sell property and 
therefore an unwarranted interference in an 
open economic system. 


If the transaction is on balance neutral, the 
Board ought to recommend that leave to 
complete the transaction be granted. 
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A. 
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With respect to the "Strong vs. Weak Parent" 
issue, Special Counsel submitted that: 


He 


Inter-City is financially a much weaker 
corporation than Norcen and has 
consistently been so over the past two 
years. This was evidenced by: 


a) Dr. Cannon's financial ratio 
analysis (which should be accepted 
without qualification because his 
formulas were consistent with DBRS, 
CBRS, Richardson Greenshields and 
the=Ci BC}: 

b) the fact that Norcen's bond rating 
is higher ‘than Inter-City's bond 
rating ; 

CG) the “fact "that sinter-City sino 
$38,700,000 investment in MICC 
which may have to be written down 
because MICC is ner serious 
financial vartriculnty. 


Inter-City's financial condition is such 
that its access to external bond and 
preferred share markets on favourable 
terms is jeopardized. Therefore, 
Inter-City's financial condition is weak 
in absolute terms. 


Inter-City is an even weaker company 
after the proposed purchase of the 
Northern common shares than before. The 
additional financial risk to Inter-City 
created by borrowing $163,000,000 to 
purchase the Northern common shares 
outweighs the benefits to Inter-City of 
having an increase in its consolidated 
net Droit) ts- particularly from the 
viewpoint of Inter-City's external 
creditors and preferred shareholders. 
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The parent of a subsidiary corporation 
cSeermMportant. The weaker financial 
condition of Inter-City, as compared to 
Norcen ,. willy vatfect? ther -ability® of 
Northern to raise capital continuously 
on favourable terms. 


The only bondholders of Northern who 
were in law entitled to react to the 


proposal under the first trust 
indenture, refused to consent to _ the 
transaction. These bondholders prefer- 


red Norcen rather than Inter-City as the 
parent company. 


With respect to the "Norcen/Inter-City Note", 
Special Counsel submitted that: 


in 


The financial weakness of Inter-City 
willetaffect Northern's ability to raise 
external capital on reasonable terms and 
hence is detrimental to the public 
interest. This detriment will be 
further accentuated by the existence of 
the Norcen Note. 


The Norcen Note, which is essentially a 
demand note, has a present value of 
$47,300,000. The Inter-City Note has a 
present value of $24,900,000. 


The Inter-City Note is not more secure 
than the Norcen Note. The evidence 
shows the opposite. The liabilities and 
Shareholders' equity ranking after the 
Norcen Note are equal to 49.8 percent of 
Norcen's total assets. The liabilities 
and shareholders' equity ranking after 
the Inter-City Note are equal to 
49.7 percent of Inter-Citbyns seuOocaL 
assets. Therefore, the positioning on 
the balance sheet does not really change 
and the fact that Inter-City is 
financially weaker makes the Inter-City 
Note less secure. 
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Other Matters of Concern 


Special Counsel submitted that: 


The potential conflicts of interest’ between 
natural gas and propane and the manufacture 
of oil furnaces and gas sales should not 
affect the Board's opinion. 


There will be no detriment to Northern's 


employees as a result of the proposed trans- 
action. 


The acquisition premium will not be put into 
Northern's rate base and will have no impact 
on the rates of Northern's Ontario custom- 
ers. 


The overall effect of the sale of the Winnex 
Shares is that the asset owned by Greater 
Winnipeg is transferred from that company 
through Northern and into Norcen without any 
money remaining in the Northern group in 
exchange. However, this transaction has been 
planned for some years and, if it is not of 
itself improper, ought not to affect the 
Board's deliberations in any way. 


The pension fund proposal ought not to be a 
negative factor to be considered in the 
Board's deliberations. 


The Proposed Alternatives 
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Special Counsel submitted that: 


Inter-City ought to reorganize Northern along 
the lines of the proposed corporate reorgan- 
ization set out in Exhibit 25. 


The Ontario utility system should be set up 
aS a separate legal corporate entity which 
Wakes 


a) have only Ontario utility assets and 
appropriate corresponding liabilities 
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(i.e. the asset side of the balance 
Sheet would not contain the Norcen/ 
Intver-—Civyanote): 

b) in no way guarantee the obligations of 
Che eparenweoreanvzation ors any Of the 
parent's subsidiaries and will not loan 
money or carry any loans on its balance 
Sheets to any parent organization or to 
any subsidiaries of the parent; 

eo) be required to raise its own short-term 
financing along the lines of the pro- 
posed line of credit offered to Northern 
by the CIBC; 

d) have debt to equity ratio guidelines, 
Witiy actual commons equity capital “at 
each fiscal year's end being required to 
be no less than 2 percentage points (of 
long-term debt plus preferred shares 
plus common equity) below the equity 
ratio approved at the most recent rate 
hearing; 

e) beeeiven, tne sability, through appropris 
ate amendments to the trust deeds, to 
raise its own debt and equity funds; and 

th) have its own Board of Directors, several 
of whom should be outside Directors and 
have some regional representation. 


Prior to the time that this reorganization is 
effected, inter-C ivy should provide a 
chartered bank guarantee for payment of the 
note to Northern. 


The reorganization must have the approval of 
the Board. One| important issue to be 
considered is whether the proposed reorgani- 
zation ought to be completed prior to the 
transactions under review being approved. 


The terms of the Order-in-Council imposed 
upon Northern and Norcen should be continued 
to the extent that they remain relevant. aa 
particular, Inter-City should not take exces- 
sive dividends out of Northern and should be 
required to supply equity capital as needed. 
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The Inter-City Ontario utility assets should 
be amalgamated with the new separate Ontario 
utility company. 


The regulatory personnel for the Ontario 
utility system should remain in and operate 
out of Ontario as is currently proposed. 


Conclusions 
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Special Counsel submitted that: 


There are no foreseeable savings, benefits or 
advantages to the public interest arising 
from the proposed transactions. 


The potential benefits as described by 
Mr. Graham are speculative and have not been 
supported by any studies or evidence 
presented. 


The Norcen Note transaction, and the fact 
that. Inter-City® is “a weaker, credit) than 
Norcen, each alone and together, are substan- 
tial enough detriments that they may affect 
the ability of  \Northern to,” continuousty 
attract capital at reasonable rates now and 
in the future. These factors may affect the 
rates of the present and future customers of 
Northern and the security of its present 
bondholders and preferred shareholders. 


The Board- should recommend that the Lieuten- 
ant Governor in Council refuse the Applica- 
tion of Inter-City, Resources and Vigas. The 
Application of Norcen stands or falls with 
the outcome of thes first Application. 


The Board may wish to consider recommending 
that the Lieutenant Governor in Council issue 
an Order-in-Council: 


a) requiring Inten—Cistye Resources and 
Vigas to fulfill certain plans and meet 
certain Wcriterial(setmout sunder@opeciat 
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Costs 


Counsel's proposed solutions in this 
chapter) as a condition of any approval; 

b) inviting the Applicants to re-apply 
after the changes outlined have been 
completed by Norcen, Northern and other 
related companies, so that Inter-City 
cany rezapply to purchase ‘the Northern 
common shares without the Norcen Note 
berger ine ase position “tot atfect. tie 
lsd tymassets; of) Northern *and=-at a, time 
when the Ontario utility would be acting 
on its own. 


The Board ought to render its opinion to the 
Lieutenant Governor in Council so that His 
Honour requires the Board to review in detail 
any proposed changes in Norcen and Northern 
or in Inter-City, Resources, Vigas and 
Northern depending on whether His Honour 
exercises his discretion to grant a condi- 
tional approval or whether His Honour rejects 
the Applications with leave to the Applicants 
to re-apply after the appropriate changes in 
the companies and transactions have been 
completed. This requirement arises because 
the Board has been given only a cursory view 
of the proposed reorganization of Northern 
and the acceptability of the reorganization 
from the perspective of the public interest. 


Special Counsel submitted that: 


The costs of and incidental to any proceeding 
before the Board are in the sole and unfet- 
tered discretion of the Board. The costs of 
the Board and Special Counsel ought to be 
assessed against the Applicants. 


With respect to the costs of FONOM, their 
participation was substantial. 


The Board's Mandate 
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FONOM submitted that: 


REPORT OF THE BOARD 
January, 1985 


76 


The Act provides no explicit guide as to what 
the test should be under Section 26. 


The Act, through its general scheme, however, 
suggests that both the Cabinet and the Board, 
under Section 26, must determine whether this 
transaction is in the public interest. 


The Cabinet is involved so that there is a 
political ‘accountability for the sdecision 
reached. The Board is involved to ensure 
that everyone who deserves the right to be 
heard in a full and fair manner, and the 
right to have his or her views considered 
when a determination is made, will receive 
his or her right accordingly. 


The public interest includes: 
a) the present and future customers of 


natural gas, including residential, com- 
mercial and industrial users; 


b) the remaining people of Ontario who do 
not use natural gas; and 
Cc) those people who do not use gas directly 


DUE who consume products made by 
industrial gas users. 


The shareholders' interests are not an ele- 
ment of the public interest. 


The relevant questions to be asked when 
defining the Section 26 test are: 


a) Will the ability of the system to pro- 
vide a secure supply of natural gas to 
present and future customers at the low- 
est possible cost be enhanced or lessen- 
ed, on balance, by this transaction? 

b) Wiljeiethes availability es Ofepale Stnone 
natural gas delivery system as an energy 
source for the people of Ontario, be 
enhanced or reduced, on balance, by this 
transaction? 
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If the answer to both questions is yes, then 
ther Boardus@#scopinion should favour the 
transaction. If the answer is negative, then 
the Board should oppose the transaction. 


If the Board arrives at a neutral balance, 
the Board's opinion should be that the take- 
over ~should be allowed; a willing seller 
shoutdibeisablesctossellyito a willing buyer 
subject to such conditions as the Board might 
wish to impose. 


The onus of meeting the test lies with the 
Applicant who wishes to change the status 
quo. 


Financial Matters 


A. 


77 


With respect to the "Strong vs. Weak Parent" 
issue, FONOM submitted that: 


Lie Hneewact? *thatydnter-City is a “weaker 
parent company than Norcen is an 
important factor to be considered, 
particularly if it should ever become 
necessary for Northern to look to its 
parent for a further infusion of equity. 


Pee Thesshact sthaterthe Northern first mort— 
gage bondholders fled to Norcen when 
they learned that Inter-City was to be 
the new parent supports the position 
that the weaker parent is a significant 
LAelon. 


Bie ihesetacteathateethne CIBCwis willing to 
fund the debt portion of this 
transaction does not upset the action by 
the first mortgage bondholders. CIBC is 
welling sto iloanwithe money to Inter=City 
because it will have significant 
collateral security for the loan, namely 
all of the common shares of Northern. 


4. Norcen itself has taken precautions, in 
thes istoriie OL wcunusial@.sset-oLf ~arrange— 
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ments, against the possibility of Inter- 
City experiencing difficulties. 


The CBRS bond rating agency is less 
enthusiastic about Inter-City than about 
Norcen, leading to a potentially higher 
cost of capital to Northern. 


respect to "Northern's Need for 


Capital", FONOM submitted that: 


1. 


The estimated cost to Inter-City of 
funding the proposed take-over 
($18,300,000 after tax, in interest and 
dividends’ alone) is expected to. be 
covered by the dividends anticipated to 
be paid by Northern tos “Inter-City. 
There is reason to believe this may not 
be the case. 


If general interest rates continue to 
fall as inflation subsides, the rate of 
return allowed to shareholders of 
Northern will decline. Thus, the net 
income of Northern will also decline. 
This will place an increasingly greater 
pressure on Inter-City to increase the 
dividend pay-out ratio of Northern, in 
order to continue to fund the purchase 
transaction. This will leave Northern 
with little or no retained earnings to 
increase its VYequity ) base orieeto, siiund 
continuing growth. 


Inter-City, because of its own financial 
weakness, will be unable to make up any 
shoritiali in funding required by 
Northern. 


There is a substantial risk that 
Inter-City will come under strong 
pressure to bleed off the net income of 
Northern in future years. 


The unfortunate difficulties of MICC, in 
which Inter-City has a significant 
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interest, will increase Inter-City's 
financial weakness. That the Board of 
Directors of Inter-City will play a very 
active role in managing the affairs of 
Northern is disturbing, especially 
considering that six out of eleven 
members of this Board are Directors of 
MICC. 


Other Matters of Concern 


FONOM submitted that: 


The highly centralized control of subsidi- 
aries at Inter-City's head office in Winnipeg 
may result in a lack of awareness of the 
Ontario system's needs. 


The loss of Northern Ontario representatives 
on Northern's Board of Directors will be a 
detriment. 


It is difficult to assess the potential con- 
flict of interest between Inter-City's gas 
and propane operations. 


The Proposed Alternatives 


(i, 


FONOM submitted that: 


The ultimate disposition of significant non- 
utility assets such as the Norcen/Inter-City 
Note is important and thus’ the’ proposed 
reorganization is not necessarily an appro- 
priate alternative. 


The institutional investors and the public 
look to the whole corporate structure to 
determine the ability to finance unserviced 
debt and equity. Therefore, the corporate 
income stream in total is of utmost impor- 
tance. 


The following undertakings, outlined in the 
Order-in-Council of July 30, 1975, should be 
continued: 
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a) annual review of present and future gas 
supply positions of Northern by _ the 
Minister; 

b) prior notiineation, Of jeany. acnangeemscon 
control of the parent; 

c) obtaining exemptions from a requirement 
to issue equity capi tal under’ the 
Alberta Gas Utilities Act, if applicaz 
ble; 

da) retention of an appropriate portion of 
earnings in Northern, and, to the extent 
that retained earnings are not suffi- 
cient to maintain equity at a suitable 
level to carry on the gas distributing 
business, the parent is to supply equity 
Gaplitads, and 

e) repayments by the parent to Northern as 
stipulated under the demand note _ to 
Northern. 

4. The following undertakings given by Norcen to 
the Minister in 1975 show that the Minister 
and the Ontario Cabinet were concerned about 
thes {futures sheath we conrral. ands sfinanciga 
management of Northern and Central Gas. For 
this reason, these undertakings should be 
continued. 

a) Executive Officers of the parent were to 
be located in Toronto; 

b) Norcen was to obtain an extra-provincial 
license under part 9 of the Ontario 
Corporations Act and file returns as 
required; and 

ay) The Board of Directors of Northern was 
to include two residents of the areas 
served by Northern having no pecuniary 
interest in the company and not 
connected with the company producing or 
transmitting natural gas, 

Conclusions 


FONOM submitted that: 
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ik There are no benefits to the public interest 
arising from the proposed transaction. 


2s The financially weak condition of Inter-City 
and the presence of the Inter-City Note 
Suggests the potential’ for a «significant 
change on Northern's access CLOmmw Capita 
markets and its cost of borrowing. 


Costs 


FONOM submitted that: 


Ls The Board has a broad discretion in the 
awarding of costs to intervenors. This 
Board has set out four criteria for the 
granting of costs. An award of costs should 


be made to respondents who: 


a) have asked for them; 

b) have a substantial interest in the out- 
come of the proceedings; 

Cc) have participated in a responsible way; 
and 

d) have contributed to a better understan- 


ding of the issues by the Board. 
he, FONOM has met these four criteria. 


ie A further policy of the Board in the past has 
been to grant costs only in unusual and 
Special circumstances. This hearing consti- 
tutes an unusual and special circumstance. 


4. The cost of this hearing, including FONOM's 
costs, should not be borne by the gas con- 
sumer but by the shareholders of the appli- 
cant company, who, alone, stand to gain from 
the proposed take-over. 

REPLY BY 
INTER-CITY Costs 


Inter=Ci ty submitted that while it is 


dist iciulteetomobjectas ity doespenot, consent to, any 
awarding of costs. Should costs be awarded, 
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however, they should be dealt with by way of an 
agreement between the parties. 


Costs 


Norcen adopted Inter-City's submission with 


respects to %costs. 


Norcen Note 


Norcen submitted that: 


The Inter-City Note is a demand note as it is 
identical in form and terms to the present 
Norcen Note. 


An amount of debt equal to 32.2 percent of 
the total assets does not rank equally with 
the Norcen Note. All Norcen debt ranks 
ahead of the Norcen Note. 


The Proposed Alternatives 
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Norcen submitted that: 


It will take a considerable amount of time to 
effect the proposed reorganization. 


An income tax Eilean S on the proposed 
reorganization, which Norcen has been trying 
tol get. formvovermsix amon thoi se required. 


The consent of all external bondholders to 
the proposed reorganization is also required. 


Special Counsel's suggestion that actual com- 
mon equity capital at each fiscal year's end 
should be required to be no less. than 
2 percentage points (of long term debt plus 
preferred shares plus common equity) below 
the equity ratio approved at the most recent 
rate hearings is difficult to understand. 
The Board should not make an Order that would 
have to be negotiated due to an inability to 
understand the terms. 


INTRODUCTION 


PUBLIC 


INTEREST 
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CHAPTER 6: FINDINGS OF THE BOARD 


This chapter contains a description of the 
Board's mandate in regard to the public interest 
and its opinion of the Applications based on the 
evidence outlined in the earlier chapters along 
with? certain findings of fact. Together with this 
evidence, the Board has taken into account the 
Submissions of the parties, the rights of 
individuals and companies to make private 


contracts and the public interest generally. 


Although Section 26 of the Act does not refer 
to the public interest or, for that matter, to any 
other Bconsiderations:)) they .board jes to’ use’ in 
arriving at its opinion of this transaction, the 
Board considers that the public interest is of 
paramount consideration. The question then 
ai Seseet whateisethe publicaunterestt™ 

In searching the case law on the point, the 
Board has found literally hundreds of cases in 
Canada and the United States in which courts or 


administrative boards have employed the test of 
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public Minteres: =inta Bvarivevy Of “factualeesi fuss 


tions. The location of highways, pipelines and 
transmission towers, the granting oni radio 
licences, natural gas franchises and trucking 


permits have all been based on the test of the 
public interest in one sense or another. The wide 
variety of cases in which it has played some part 
ined dees rent effectively means that the findings 
of those tribunals do not lend themselves to a 
clear’ coditica tion. In® fact guste del Lnine  swoar 
“publ ie thes interes teireLers cogsaseiditticultein 
itself. A "public" opposed to the building of a 
nuclear reactor seldom represents all the 
“publics™ = affected=—-it does™inot. speak for sue 
construction unions or the mine workers, it does 
not speak for the investors in the station or even 
all the consumers, but the "public" presenting its 
views, still purports to represent the "public". 
Of the public interest, Mr. Justice Holmes 
said: "We mean, of course, considerations of what 
is expedient for the community concerned." Many 
other legal theorists have left behind similar 


quotations, but because of the diverse 
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applications to which the words "public interest" 
have been applied, there is not a single, simple 
explanation of sufficient clarity to be 
particularly help ulr. 

In its Procedural Order the Board outlined 
the pubplacmearntereste,tfor sthe? purposes of 7 this 
hearing to be the benefits and detriments to: 

dee present and potential © shareholders, 
investors and Ontario customers of 
Northern; 

2. the shareholders and Ontario customers 
Of penter-—C1 Ly, ; 

ore the Ontario communities served by 
Northern and Inter-City; 

4. securing natural gas transmission, 
storage and distribution at reasonable 
cost to consumers in Ontario; and 

On the public interest generally. 

These general parameters have been used in 
the past by the Board although a specific test of 


the public interest has never been delineated. 
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In the “opinion of ‘the? Board, = the (jpublic 
interest can only be more particularly defined by 
examining the facts and nature of the situation in 
which the test is to be used. The public interest 
will consistently take the form of the facts to 
which! it “is? “applied? s mouldings itself “ito githe 
specific use to which ts’ being put. 

Having determined that the public interest is 
not generally definable, the Board would add that, 
in spite of its elusiveness, when it is applied to 
a specific set of facts, the reasonable man of the 
Common Law has no trouble determining if a 
particular act meets the test. A transmission 
tower, by this test, might be located in a 
productive, peaceful countryside, in spite of the 
residents! objections if the tower is found to be 
in the public interest of a nearby population 
centre. Thes*public= anterests sote "thepsnrnbar 
residents may be said to outweigh the local 
interests of the rural DUDLIC in those 
circumstances. 

Lord Coke put it succinctly when he wrote: 


"The law prefers the public good to 
the private good and that if it has 
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to choose between prejudice to the 
nanny sand? mischiel » particular’ to 
individuals; Sithemindividuals must 
SULTeCr. 

The broader social concept of public interest 
has lurked beneath the Common Law even in its 
earliest formative period and the Board's duty now 
is to apply it to the facts of this case. 

In the regulatory context of the transaction 
presently before the Board, the public interest is 
not served if Northern, following the sale, is 
unable to serve the public, except at unreasonable 
prices. Alternatively, it follows that the public 
interest is served if those who want the UCMEL CYS 
services obtain those services at rates which are 
not adversely impacted by the transaction. While 
aeecnecklist of \value conflicts is impracticable, 
it is possible to derive specific questions 
related to the facts of this case, the answers to 
WiLCchweunare essential to the Board in its 
consideration of the public interest: 

ike Can Northern continue to meet its obli- 

gations to serve present and future 


customers without unreasonable 
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OPINION 


conditions of service and rates caused 
by the sale of its shares? 

ae Can Northern maintain itself in a sound 
financial condition so that the public 
can continue to be served, in the short 
and long term, in a manner which will 
contribute to the public's general 


well-being? 


In considering the evidence, the Board is of 
the opinion that the transaction, as presently 
structured, Se elie in the public interest. 
However, with the provision of a guarantee from a 
chartered bank for the Inter-City Note, and with 
certain undertakings being given by Inter-City, it 


is the opinion of the Board that the transaction 


would meet the test of the public interest and 


therefore the Board would recommend it for 
approval by the Lieutenant Governor in Council. 

It was generally agreed by all parties that 
Inter-City -is’ not ‘as strong) as ‘Norcen. Inf tacts 
the Board is of the opinion that without certain 


safeguards Inter-City is not sufficiently strong 
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to allow Northern to maintain its ability to meet 
its commitments to its customers at a reasonable 
COSsiL. Necessary equity injections for Northern 
and the maintenance of an acceptable dividend 
payout ratio are important factors considered by 
the> Board ~to° be ‘benefits  of7#a” strong parent 
company. As well, the Board is concerned about 
the potential of unsecured inter-corporate loans 
between Northern and its proposed parent. 

The Board recommends that Inter-City enter 
into certain suitable undertakings and that the 
undertakings should contain, as a minimum, provi- 
Sions whereby: 
ike Inter-City will cause ‘such portion ‘of the 

earnings of Northern to be retained as is 

appropriate for retention by a gas distribu- 
trom sutility, Band “to “the*-extent that’ such 
retained earnings are not sufficient to 
maintain the equity of Northern at a level 

Ssitticiente to enable ate to carry ="on™= its 

business ‘ob @ distributing sas in “Ontario, 

Inter-City will provide additional equity 


capital sufficient for that purpose, on terms 
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at least as favourable as Northern could have 
obtained directly from the market itself; 
Inter-City will not cause or permit Northern 
to enter into inter-corporate loans or loan 
guarantees with Inter-City or its’ subsidi- 
aries; 

Inter-City will permit Northern to raise its 
Own equity capital in the marketplace if 
necessary —andwit, adnter-Citye tis) unabler ero 
provide the same itself; 

Northern's head office will remain in Ontario 
and will “functions in #20) 9 normale respectsaas 
the head office® fonwgethe sOntariom uta iy 
operations; 

Northern Wswiil® “maintagneinony 1tSemboardmoe 
Directors at least two residents of its 
franchise area who have no pecuniary interest 
ine. Inter—-Cityrs consoldadated sors tany. Olver 
natural gas distribution, transmission, 
exploration or production company; 

Inter-City sagreesi® toma pplyeertor) thism poard 
forthwith) forse sapprovalee.ot @alihesmaconporate 


reorganization of Northern; 
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tie Until such time as the proposed restructuring 

COfeaNortherny Usimapprovedgrby this Board and 

lawfully effected in accordance with the 

Board's approval, Inter-City will, at its 

expenses cause? they Inter-—City “Noten (which “is 

to replace the Norcen Note presently on 

Northern's balance sheet) to be guaranteed by 

a Canadian chartered bank; and 
Se Inter-City agrees that it will provide timely 

pPriorgnotificationsito the Lieutenant: Governoe 
in Council of any development or occurrence 
of which Inter-City has knowledge or 
inLornat on em bye wii che:controls vor sinter—City 
could be acquired by any other person or 
corporation. 

Provided that the above undertakings are met, 
and the sale of the Northern shares to Inter-City 
is permitted by the Lieutenant Governor. in 
Council, the Board recommends that the issuance of 
the Inter-City Preference Shares to Norcen be 
approved by the Lieutenant Governor in Council as 
it meets the test of the public interest for the 


following reasons: 
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ies the, acquisition isa minority interest in 
Inter-Cityeand haseno effect, on thes publ iceor 
on* thevcontrolwor Inter-City >and 

an the substance of the Agreement is the sale of 
the Northern shares which, if approved by the 
Lieutenant Governor in Council, requires the 
issuance of these inten Cit y shares to 


Norcen. 


Strength of Parent 

The above opinion of the Board is based upon 
the evidence and the following findings of fact by 
the Board, including the financial strength of 
Inter-City sand) the veffect Botesthat "“strengethwon 
Northern. The Board is of the opinion that in the 


case of Northern the strength of its parent is 


important, and for the following reasons the Board 


finds as’ea fact) that “Inter-Giity is financially 

weaker than Norcen: 

Bue All financial ratios indicated clearly that 
Inter-City is weaker than Norcen; 

2 The reaction of Northern's first mortgage 


bondholders indicated that they considered 
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Norcen to be financially stronger’ than 
in ter=Casty: 

Noneen' sorightwotfeset—offeof «the $47,300,000 
Norcen note is indicative of Norcen's desire 
for extra security for the balance of the 
purchase price paid by way of Inter-City 
Preference Shares; 

The material filed in evidence with respect 
to both Canadian bond rating services has 
ranked Inter-City's securities issued, from 
time to time, lower than Norcen's; and 
Inter-City's investment of $38,700,000 in 
MICC may have to be written off Inter-City's 
books in whole or in part. 


The effect of this relative weakness of 


Inter-City could have a detrimental effect on 


Northern and the public interest generally for the 


following reasons: 


‘Les 
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Inter-City's weaker financial strength may 
prevent SAF from being able to- provide 
necessary _ equity; to “Northern if such is 


required; 
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Fae Inter-City, because of a future requirement 
for cash, may be forced to increase 


Northern's dividend pay-out ratio beyond 
acceptable limits and thus damage Northern's 
credit era tangs 

Sh Investors may be reluctant to purchase 
Northern's securities if they perceive a 
weaker parent and thus Northern's cost of 
capital may increase; and 

4. A weaker parent may be more inclined to enter 
into inter-corporate loans with Northern 


which may not be properly secured. 


Norcen/Inter-City Note 
The Inter-City Note should be removed from 
Northern's Ontario utility balance sheet. The 
terms of the note and its treatment, as presently 
contemplated by the Agreement, are prejudicial to 
Northern's future credit worthiness for’ the 
following reasons: 
Ne The replacement of the Inter-city note with 
an Inter-City note of equal terms removes the 


more favourable security provided by Norcen; 
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Funds available to Inter-City for the payment 
of its note to Northern will be subject to a 
right of set-off by Norcen in event of 
default by Inter-City on the payment of divi- 
dends and capital on the Preference Shares 
held by Norcen and the likelihood is that if 
that, occurs, Inter-City will default on its 


note to Northern; and 


an By the terms of the loan agreement between 
the. CIlBG and Inter-City, it has the right to 
assign the then present value of the Norcen 
Note to the bank in satisfaction of part of 
its indebtedness, thus removing a source of 
funds tor: (nter—City to: satisly “Lts note sto 
Northern. 

Undertakings 


The Board is of the opinion that the under- 


takings which form part of the Board's opinion and 


are outlined above are necessary for the following 


reasons: 


95 


REPORT OF THE BOARD 
January, 1985 


COSTS 


Ike The, ongoing stability of Northern 1s vitaieco 
the residents of those areas served by 
Northern; 

Ps. The acquisition of Northern sei Theres direc uly 
by the sale of tts shares, or indirect! yepy. 
the sale of the shares of its parent company, 
could have a serious impact on Northern's 
customers and should therefore be subject to 
review by the Lieutenant Governor in Council; 
and 

oh Inter-City does not intend in the normal 
course, to appoint any directors who are also 


residents of Northern's franchise area. 


Mr. Johnson, counsel for FONOM, asked that 
costs be awarded to FONOM, pointing out that the 
Board has a very broad discretion to award costs 
under Section 28 of the Act. No other intervenor 
played an active role in the proceeding. 

He referred {toy wthe SNortnern) Decision msn 
E.B.-R.O. 314-II, (November, 1977), where the Board 
set out the following four criteria for the 


awarding of costs to intervenors: 
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"Costs will be awarded to all of the 
respondents in this proceeding who: 


a) seek them; 

Dy) have a substantial interest in the 
Outcome of the proceeding; 

CG) have participated in a responsible 
way; and, 

da) have contributed to a better 
understanding of the issues by the 
Board. 


Mr. Johnson stated that these criteria have 
been met by FONOM. 

He = mentioned ‘that there’ was a "further 
hurdle" to be met as outlined by the Board in 
anoOunvemaNnortherns Decision "(h.B.R.O. S64—-11, July. 
1980). The Board in that case found that in its 
Opinion there must also be unusual or special 
circumstances to warrant the awarding of costs to 
-any intervenor. 

Mr. Johnson submitted that this requirement 
had > been > -met'\ in ‘this proceeding because the 
present proposal would have a major impact on the 
future distribution system of Northern and that 
this hearing therefore constituted one of unusual 
and special circumstances. He stated that costs 
should be borne by the shareholders of the 
Applicants because they alone stand to gain from 


the transaction. 
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Mr. Brett did not consent to any award of 
costs, butecshe, Gal Gam memise alt hlculG stom nde 
strenuous argument against the awarding of costs" 
in this case. 

The Board notes that in H.R. 5 (the Report on 
the Principles of Electricity Costing and) Pricing, 
for Ontario Hydro) the Board said in part that: 

Ww « inthe opinionmotm the board .vicwomor 

Ontario Hydro's customers and the public in 


general must be considered. To this end it 
1s important to encourage active, informed 


and useful participation so that a wide range 

of views can be examined in detail". 

We agree with Mr. Johnson that the hearing 
waS special and unusual, dealing with the transfer 
of) Yownershiip off Northernegeand seupsermpact. | Oneethc 
Northern Ontario community that ict serves. 
Although the hearing was not unduly lengthy, it 
dealt with many complex and contentious issues. 
- FONOM represents some five cities, 14 towns and 
14 townships or districts in Northern Ontario 
served by Northern. There are some 117,000 
residential customers of Northern in these 


communities so that FONOM represents the interests 


of the area in an important and substantial way. 
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The Board therefore concludes that not. only 
hase ONOMe met. thes four seritertas. set “out “in 
Boat. Oweol4—1t butealso the test of the Board in 
eben .O.  o64= 111 There were unusual and special 
circumstances arising out of this matter and 
throughout the hearing counsel for FONOM 
contributed to a better understanding of the 
issues by the Board. 

The Board will therefore issue a_ separate 
Order requiring that the Applicants pay the costs 
of FONOM set at $5,500.00, as well as the costs 
and expenses of the Board. Both sets of costs 
Shall be borne equally by the shareholders of 
Norcen and Inter-City and not by their respective 
customers. 

All such costs are to be payable within 
thirty days of the date of the Order-in-Council 
that will result from this report as approved by 


His Honour the Lieutenant Governor. 
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DATED at. .Toronto, thas Ke day of January, 


Richard R. Perdue | 
Presiding Member 


Robert W. Macaulay 
Chairman 


ee /Ldass 


Donald H. Thornton 
Member 
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Schedule 2 


DEFINITIONAL FORMULAS USED IN FINANCIAL 
RATIO ANALYSIS FOR SCHEDULE 1 


Times Interest Earned (Before-Tax Basis): 

Net earnings (excluding minority interest in subsidiaries) plus taxes 
and all interest costs, divided by all interest costs. i 

Times Interest Earned (After-Tax Basis): 


Net earnings (excluding minority interest in subsidiaries) plus all 
interest costs, divided by all interest costs. 


(a) The sum of all. short-term debt and all long-term debt (including 
long-term debt due within one year) divided by (b) the sum of all 
short-term debt and all long-term debt (including that due within one 
year) plus preferred and common shareholders' equity. 


Cash Flow as % of Long-Term Debt: 


Net after-tax earnings, plus depreciation and amortization and 
deferred taxes, minus capitalized interest and the excess of equity 
earnings in subs. over dividends received, all divided by total 
long-term debt including that due within one year. 


Cash Flow as % of Current Liabilities: 


Net after-tax earnings, plus depreciation and amortization and 
deferred taxes, minus capitalized interest and the excess of equity 
earnings in subs. over dividends received, all divided by total 


current liabilities including short-term borrowings and long-term debt 
due within one year. 


Asset Coverage: 


(a) Total assets minus intangibles, minus all current liabilities 
except short-term debt, minus deferred taxes, minus minority interest, 
minus all other liabilities, divided by (b) the sum of all short-term 
and long-term debt (including that due within one year). 


Net Profit Margin: 


Net after-tax earnings before extraordinary items divided by total 
operating revenue or total sales revenue. 


i) 
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ORDER-IN- The Order-in-Council, filed under Exhibit 18, 


COUNCIL reads as follows: 


2116/75 "Copy of an Order-in-Council approved by 
Her Honour the Lieutenant Governor, 
datedmbhe Och day ot Julye, ALD. 1075. 


The Committee of Council have had under 
consideration the report of the Honour- 
able the Minister of Energy, wherein he 
states that, 


WHEREAS Newco Limited applied to the 
Ontario Energy Board for leave to be 
granted by the Lieutenant Governor in 
Councaw, »pursuan tato .Secta oOnwezOC2Z), 2 of 
The Ontario Energy Board Act, to enable 
Newco Limited to acquire all of the out- 
standing voting shares of Northern and 
Central Gas Corporation Limited, and the 
Ontario Energy Board, after a hearing, 
in its Report and Opinion, recommending 
that such leave be granted, subject to 
the terms and conditions hereinafter 
mentioned in paragraph A; 


AND WHEREAS, after consideration of the 
said Report and Opinion, the Minister of 
Energy initiated discussions with Newco 
Limited pursuant to which Newco Limited 
agreed, upon the leave applied for being 


granted, ..to. give the sseveral ~under— 
takings hereinafter mentioned in para- 
graph B; 


The Honourable the Minister of Energy 
recommends that, effective on and after 
July 31, 1975, leave be granted to Newco 
Nimited, oDunsuant) -to. sections 26 (2) 5 of 
The Ontario Energy Board Act, to acquire 
all of the outstanding voting shares of 
Northern and Central Gas Corporation 
Limited, 


As recommended by The Ontario 
Energy Board, subject to the fol- 
lowing terms and conditions that 
the acquisition be, 


(a) carried out in accordance with 
eats scheme of arrangement, 
dated December 11, 1974, pur- 
suant to section 193 of The 
Business Corporation Act, for 
the purpose of carrying out 
the amalgamation agreement of 
the same date between Newco 
Ltd. and Canadians sindustrian 
Gass fk Oise etd. CiCi gol oe 
without any modification or 
alteration of either unless it 
shall have been consented to 
by the Lieutenant Governor in 
Councr and 


(b) made no later than 
December 3175491975) (Ors tate 
amalgamation is not then com- 
pleted, by such later date as 
shall have been consented to 
by the Lieutenant Governor in 
Council: 


And upon Newco Ltd. providing to 
the Lieutenant Governor in Council 
the undertakings set out below with 
an assurance satisfactory to the 
Lieutenant Governor in Council that 
such undertaking shall be performed 


by Newco Ltd., or Norcen Energy 
Resources Limited GUNorcen se 
namely, 


(c) so long as Norcen and its suc- 
cessors have a sufficient num- 
ber of the outstanding voting 
shares of Northern and Central 
Gas Corporation Limited to en- 
able the former to exercise 
corporate control over 


(b) 


And 
the 
the 
an 


Northern and Central Gas 
Corporation Limited, and _ so 
LONG ea seetievslattler-. Company. 
Eteselivor through “an affiliate 
or subsidiary, shall carry on 
the business of distributing 
natural*gas in Ontario, Norcen 
will, 


(i) = reviecweannta lily. wieth «the 
Minister of Energy, with 
such detail as he may 


reasonably require, the 
present and future gas 
supply position of 


Northern and Central Gas 
Corporation Limited; 


by the Lieutenant Governor in 
Council - and 


made no later than 
December o lee L970. Or, 1f the 
amalgamation is not then com- 
DLe Lede OVersuCch ela teredates as 
shall have been consented to 
by the Lieutenant Governor in 
Council: 


upon Newco Ltd. providing to 
Lieutenant Governor in, Council 
undertakings set out below with 
assurance satisfactory to the 


Lieutenants Governor in Council that 
such undertaking shall be performed 
bye Newco »Ltd=,) or sNorcen Energy 


Resources Limited (“Norcen.), 
namely, 
(eye soe longeas Norcen= and its = suc— 


cessors have a sufficient num- 
ber of the outstanding voting 
shares of Northern and Central 
Gase Corpora.) on lami vedsto. en— 


able the former to exercise 


corporate COMmUroU over 
Northern and Central Gas 
Corporation Limited, and _ so 


long as the latter Company, 
itself or through an affiliate 
or supsilddiary esha ui ecarrvweon 
the sbusinessmOtmsd. stabi 
natural gas in Ontario, Norcen 
Wielel? 


(1) review annually with the 
Minister of Energy, with 
Such) devall erase ancwa may 


reasonably require, the 
present) and iiuturesigas 
supply position of 


Northern and Central Gas 
Corporation Limited; 


(ii) provide timely DeVoT 
NOLL cat lon to the 
Lieutenant Governor in 
Council of any develop- 
ment or occurrence (of 
which Norcen has’ know- 
ledge or information) 
following which control 
of Norcen (and indirectly 
therefore control of 
Northern and Central Gas 
Corporation Limited) 
could be acquired by any 
person or corporation 
distributing natural gas 
inwOn tanto; 


(iii) Newco Ltd. will cause 
NOTCen ee eUDOn eh LSaeLOUCcOL— 
DOLatwOoneweto Rapp lye. for 
and use its best efforts 
to obtain, and if granted 
to keep current, an 
exemption from the 


Cop) 


requirement to obtain 
approval to issue equity 
capital under the Alberta 
Gas Utilities Act similar 
to Dinars now held by 
Cigol- 


cause such portion of the 
earnings of Northern and 
Central Gas Corporation 
Limited to be retained as 
is appropriate for reten- 
tion by ao gas Pdistripu— 
CONS Utd lity noo tae 
extent that such retained 
earnings are not suffi- 
cient to maintain the 
equity of Worthern and 
Central Gas Corporation 
Limited at a level suffi- 
ecient to enable Northern 
and Central Gas Corpora- 
tion Limited to carry on 
its business of distribu- 
ting Zas in Ontario, 
Norcen will provide addi- 
tional equity capital 
SULilc1ent Some tha spur— 
pose, on terms “at ~least 
as favourable as Northern 
and Central Gas Corpora- 
tion Limited could have 
obtained=aitself& directly 
from the market if the 
reorganization had not 
occurred: and, in the 
event an exemption is not 
obtained by Norcen from 
the Public Utwatres 
Board On Alberta, in 
respect of, the require 
ment, under the “Alberta 
Gas Utilities saci. (men 
tioned in subclause (111) 


Cys) 


for, “0GLOoLre, approval to 
issue capital, and Norcen 
is unable to obtain 
approval under that Act 
to supply such additional 
equity to Northern and 
Central Gas Corporation 
Limited and is otherwise 
unable to supply such 
equity, Norcen agrees and 
undertakes to permit 
Northern and Central Gas 
Corporation Limited it- 
self to raise equity from 
other sources’ including 
the issue of shares to 
thes spubli cA faereautred 
to carry on such »busi— 
ness; 


Norcen will repay in each 
of the calendar years 
1980 to 1999 inclusive an 
amount equal to 5% of the 
original principal amount 
of the demand promissory 
note to be issued by it 
to Northern and Central 
Gas Corporation Limited 
pursuant to the ‘provi- 
sions of the said scheme 
of arrangement provided 
that aay payments of 
DEincdpalee. of wutheen sand 
promissory note, whether 
madeaeatem.Lnes OpLLoOnm OF 
Norcen or as a result of 
a demand for payment by 
Northern and Central Gas 
Corporation Limited, will 
be applied in satisfac- 
tion of the payments due 
hereunder as they fall 
due. 


The Committee of Council concur in the 
recommendation of the Honourable the 
Minister of Energy and advise that the 


same be acted on." 


UNDERTAKINGS 


BY NEWCO 


In response to the Order-in-Council, 


(Exhibit 18.3.3): 


“As provided sfor sin Order-in=-Couned! 
No. PAV Mew ria: Newco iste hereby 
undertakes to the Lieutenant Governor in 
Council of Ontario on its own behalf and 
on behalf of Norcen Energy Resources 
Limited «G"Norcen!))s76 agecompany aa lom=ape 
formed by the amalgamation of Newco 
Ltd. and Canadaan: tndustetaigeGas esc O1se 
Ltd. ("Cigol!')} thatwso slong Vas Norcen 
and its successors have ae sufficient 
number of the outstanding voting shares 
of Northern and Central Gas Corporation 
Limited to enable the former to exercise 
corporate control over Northern and 
Central Gas Corporation Limited, and so 
long as the latter company, itself or 
through ~an= afitiiategeormesipcadiany. 
shall carry on the business of distribu- 
ting natural eeas san Ontario, sNorcen 
wills 


(i) review annually with the Minister 
of Energy, with such detail as he 
may reasonably require, the present 
and future gas supply position of 
Northern and Central Gas Corpora- 
tion Limited; 


ClLi)) provide Limely a DeLOore notit teativon 
to the Lieutenant Governor in Coun- 
cil of any development or occur- 
rence (of which Norcen has know- 
ledge oor information) following 
which control of Norcen (and 
indirectly therefore control of 
Northern and Central Gas Corpora- 
tion Limited) could be acquired by 
any person or corporation distribu- 
ting natural gas in Ontario; 


Newco 


undertook to carry out the following provisions 


Gas 


Gly) 


Newco Ltd. will cause Norcen, upon 
its incorporation, to apply for and 
use its best efforts to obtain, and 
if granted to keep current, an 
exemption from the requirement to 
obtain approval to issue equity 
capital under the Alberta Gas 
Utilities Act similar to that now 
held by Cigol; 


cause such portion of the earnings 
of Northern and Central Gas Corpor- 
ation Limited to be retained as is 
appropriate for retention by a gas 
diistasabiution uta tyee0 ands toletite 
extent that such retained earnings 
are not sufficient to maintain the 
equity of Northern and Central Gas 
Corporation Limited at a level suf- 
ficient to enable Northern and 
Central Gas Corporation Limited to 
carry on its business of distribu- 
ting gas in Ontario, Norcen will 
provide additional equity capital 
suiticients for “that. purpose, —on 
terms at least as favourable as 
Northern and Central Gas Corpora- 
tion Limited could have obtained 
itself directly from the market if 
the reorganization had not occur- 
red; and, in the event an exemption 
is not obtained by Norcen from the 
Public Utilities Board of Alberta, 
in  respect...of the requirement, 
under the Alberta Gas Utilities 
Act, (mentioned in subclause (iii) 
fOrespELOr approval to. issues capi-— 
tal and Noreen sissunable to obtain 
approval under that Act to supply 
such additional equity to Northern 
and Central Gas Corporation 
Limited, and is otherwise unable to 
supply such equity, Norcen agrees 
and undertakes to permit Northern 


10 


and Central Gas Corporation Limited 
itself to raise equity from other 
sources including the issue of 
shares to the public, if required 
to carry on such business; 


(v) Noreen will repay in each of the 
calendar years 1980 to 1999 inclu- 
sive an amount equal to 5% of the 
original principal amount of the 
demand promissory note to be issued 
by it to Northern and Central Gas 
Corporation Limited pursuant to the 
provisions of the scheme of 
arrangement dated December 11, 1974 
by Northern and Central Gas Corpor- 
ation Limited pursuant to section 
193 of The Business Corporations 
Act, provided that all payments of 
Principalise of thesssaid wpromissonry 
note, whether made at the option of 
Norcen or as a result of a demand 
for payment by Northern and Central 
Gas Corporation Limited, will be 
applied in satisfaction of the pay- 
ments due hereunder as they fall 
due. 


IN WITNESS WHEREOF Newco Ltd. has execu- 
ted this undertaking under its corporate 
seal at Toronto, Ontario on the 15th day 
of August, 1975." 


Naa 


JORTHERN AND CENTRAL GAS CORPORATION LIMITED « 4600 TORONTO-DOMINION CENTRE, TORONTO 1, CANADA 


TELEPHONE 1416) 606-4000 


July 30, 1975 


The Honorable Dennis Timbrell 
Minister of Energy 

Province of Ontario 

12th Floor, 56 Wellesley Street West 
Toronto, Ontario 


Dear Mr. Minister: 


As discussed yesterday with Robin Scott, it is ovr understanding that 
the undertakings contained in items (i) to (iv) inclusive of Section B 
of the draft of your recommendation to the Cabinet will not be included 
in the Leave to be yranted by the Lieutenant Govemor in Council 
pursuant to Section 26(2) of the Ontario Energy Board Act. The purpose 
of this letter is to reconfirm our position with respect to these 
points: 


Le The executive offices of Norcen Energy Resources Limited 
will be located in Toronto, Ontario. 


2. & 3. Norcen will apply for, and keep in force, an extra-provincial 
licence under Part IX of The Corporations Act of Ontario and will file. 
annually the required returm under The Corporations Information Act of 
Ontario. 


4. The Board of Directors of Northern and Central Gas Corporation 
Limited will include two residents of the areas served by Northern and 
Central Gas Corporation Limited, neither of whom, prior to election 


- had any pecuniary interest in Norcen Energy Resources 
Limited or any of its subsidiaries or affiliates or in 
Northem and Central Gas Corporation Limited and its 
subsidiaries and affiliates, 


= was connected with the business of exploring for devel- 
oping, producing, transmitting or distributing natural 


gas. 


.Yours very truly, 


E. G. Battle 
President and Chief Operating 
Officer 
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APPENDIX D 


ACQUISITION 
PREMIUM 


AGREEMENT 


ASSET 
COVERAGE 


BOOK VALUE 


BOND 


BRIDGE LOAN 


CAPITAL 
STRUCTURE 


CASH FLOW 


COMMON SHARES 


CONVERTIBLE 
PREFERRED 
SHARES 


GLOSSARY OF TERMS 


the amount by which the purchase price exceeds the 
book value of the asset being purchased. 


the purchase agreement made the 30th day of 
October, 1984, among Inter-City Gas Corporation, 
ICG Resources Ltd. and Vigas Propane Ltd. as 
Purchasers and Norcen Energy Resources Limited as 
Vendor for the purchase and sale of the common 
shares of Northern and Central Gas Corporation 
Limited. 


a measure of long term liquidity based on the 
number of times net tangible assets can cover out- 
Standing short and long term debt. 


the amount shown in the books (journals and 
ledgers) or in the accounts for any asset, liabil- 
ity or owner's equity item. 


a certificate to show evidence of debt. 


a loan made for a short period of time which is to 
be paid off at a given time by another form of 
financing. 


the classification showing the proportion of the 
funds provided by lenders and owners to the 
business. e.g. long term debt, preferred stock, 
common equity. 


cash received minus cash disbursed from a specific 
asset, or group of assets, for a given period. 


shares representing the class of owners who have 
residual claims on the assets and earnings of a 
company after all debt and preferred shareholders' 
claims have been met. 


preferred shares which may be converted, at the 
holder's option, into a specified number of common 
shares. 


COST OF 
CAPITAL 


DEMAND NOTE 


FAIR MARKET 
VALUE 


FINANCIAL 
LEVERAGE 


FINANCIAL 
RISK 


FIRST 

MORTGAGE 
BONDS (OF 
NORTHERN) 


GOODWILL 


HYPOTHECATE 


INTER-CITY 
NOTE 


the rate a company must pay for the funds provided 
by lenders and owners. 


an unconditional written promise by the maker 
(borrower) to pay a certain amount on demand. 


the value, determined at arm's-length, between a 
willing buyer and a willing seller, each of whom 
ibs: J acting ratilonallys tin’ his’ or her (own? seid] 
interest - may be estimated in the absence of a 
monetary transaction. 


financing with debt and preferred shares’ to 
increase the potential return to the _ residual 
common sShareholders' equity - however, the greater 
the proportion of debt and preferred shares in the 
capital structure, the greater the risk borne by 
the common shareholders. 


the uncertainty about corporate profit levels and 
the probability of financial distress and 
bankruptcy that accompanies the use of debt and 
preferred share financing in a firm's capital 
structure - the risk is usually more pronounced if 
the non-common-share financing is either 
short-term or subject to variable interest rates 
or variable preferred dividend rates. 


senior debt obligations of Northern which, prior 
to the proposed acquisition, are owed to various 
life insurance companies - the current obligation 
is for approximately $19,000,000 Canadian at 
11 3/8 percent interest ($4,080,000 in Canadian 
doldars#2$126¢9207000FinwU2Stedol lars). 


the excess of cost of an acquired firm or 
Operating unit over the current or fair market 
value of net assets of the acquired firm or unit. 


to pledge without delivery of title or possession. 


the proposed $47,300,000 (7.6 percent interest) 
obligation of inver-Civy to Northern =a 
ideologically, for ) taxy@reasons, has aedemand 
feature but realistically is not a demand note 
because of a legal undertaking, set out in the 


INTEREST 
COVERAGE 


NET TANGIBLE 


ASSETS 


NORCEN NOTE 


PAYOUT RATIO 


PREFERRED 


SHARES 


PRESENT VALUE 


RETAINED 


EARNINGS 


TRANCHE 


WINNEX SHARES 


Agreement, that Northern won't demand 
except according to the repayment schedule. 


payment 


a measure of long-term solvency, specifically the 
number of times that interest charges are earned 
or covered in a given period. 

those assets, having a physical form, which are 
available to all bondholders. 


prior to the proposed acquisition, 
(7.6 percent interest) obligation 
Northern — a~ demand note. 


a ~$47 3007000 
of Norcen to 


common share dividends declared for a year divided 
by net income to common shares for the year. 


capital stock with a claim to income or assets 
after bondholders but before common shares. 


value today of an amount or amounts to be paid or 
received later, discounted at some interest or 
discount rate. 


net income over the life of a company less all 
income distributions (including stock dividends) - 
can also be defined as _ owners' equity less 
contributed capital. 


a banking term used to describe one part (amount) 
of a total loan - the total sum of the loan is 
Separated into parts or tranches ~because™ eacn 
tranche will differ either in repayment terms, 
interest rate, security pledged or draw down date. 


the 500,000 common shares of Winnex. 
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